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WORLD  NEWS 

UN  bows  to  evicSon 

order  and  pulls  US 
staff  out  of  Iraq 
Tlie  United  Nations  has  ringided 
to  vrithdraw  the  remaining 
Amaricans  on  its  staff  in  Iraq, 

.   bowing  to  an  eviction  order 
issued  a   month  ago  in  which 
Baghdad  declared  that  it  could 

not  guarantee  the  safety  of  US 
and  UK  citizens,  bitenurtfonat, 

Pages 
NorHc  arimiarine  vantnre 

Three  Scandinavian  ahipbiAders 

have  unrveHed  plans  to  coltabo- 
rste  on  a   submarine  programme 
in  the  fbet  step  towards  joint 

defence  piocurernent  in  the  Nor- 
dic region.  Eisope,  Page  3; 

Britain  may  build  ewMip 
atone.  Page  7 

US  hi  bssf  row  with  Bmsseis 

Charlene  Barshefsky,  the  US 

trade  raprasantatfve,  urged  the 

European  Commisston  to  begin 
negotiations  with  Washington  on 
their  dispute  over  hormones  in 
beef  or  risk  trade  sar^ctions. 

Trade,  Page  6 

Coneam  grows  tar  N   Mand  peace 

-   The  British  government  has  sent 
out  soothing  messages  about  the 
Northern  Ireland  peace  process, 

but  there  is  concern  that  the 
deadlock  over  the  surrender  of 

weapons  could  destroy  the  nego- 
tiations. Page  12;  CaOs  for 

monitor  of  baatinga,  Page? 

Commbttlon  to  redaim  CAPfianIs 

The  European  Commission  is  to 
daw  back  neaity  @0(kn  (S4^m] 

from  European  Uidon  countries 

after  ftoding  "ineguiariries''  in  the 
efi^MTsd  of  Corrvnon  Agricd 

Poficy  funds.  Europe,  Page  3 

Reludaiit  senatois  rolum  to  trist 

After  a   few  days  of  bdr^  able  to 
waBc  and  talk  freely  on  Capitol 

KHI.  US  senators  will  today  again 
be  forced  to  sit  In  silence 

thrtMigh  toe  final  phase  of  Presi- 

dent Bm  Cfirfion’s  impeachment 
triaL  AmMfeas,  Page  4 

Fean  laiMMi  for  MBimt  taoMiam 

Debate  ovar  fraadam.itf  speech 

on  toe  tntemBt  has  bean  sparked 

by  a   US  taderd  Jury^  award  of 
$107.9m  biMnwoes  to  dinics 

and  doctors  targrtad  by  anti- 
aborfion  adMsts,  who  created  a 

web  ate  and  "waiitod”  posMa. 
Americas,  Paga4 

Angola  reados  tor  iNW  balllit 

Angolan  government  forces  and. 
their  Unite  rebel  foes  are  prepar- 

ing for  fresh  batties  foUowir^  the 

capture  by  UnHa  last  week  of  toe 
northern  ttwvn  of  Mbanza  Conga 
tntemattonai,  Page  6 

Wanrie  law  for  Chsehiifa 

Chechnya's  praddent  has 
ordered  toe  establishment  of 
Islamic  law  in  toe  breakaway 

Soviet  repubfic,  sharply  curtailing 

paiflament’9  powers. 

Rttitia  plsa  on  mOtonnlian  bomb 
Russia  said  it  needed  up  to  S3bn 

to  tackfe  toe  Year  2000  computer 

prbbl^  and  appealed  to  toe  US 
to  help  Ik  canputeia  that  control 
stockpilea  of  nudear  weapons. 

Satfsotesn  axscutatfin  CMna 

China  has  executed  17  convictod 

murderers,  grave  robbers,  rapists 

and  amugdsra  in  toe  run-up  to 
the  Lunar  New  Year  hoBdays. 

Sontanoes  cottar  Isisefl  kBois 

Israel  hn  commuted  the  sen- 
tences of  several  Jews  swing 

long  sentences  for  kifling  Artim. 
InMnatlond,  Page  6 

BUSINESS  NEWS 

Aeroflot  board 

poised  to  purge 

management  team 
Aeroflof  s   board  is  ready  to 

iauneh  a   management  restnictur- 
'mg  at  the  Russian  airline  wfuch 
would  sideline  the  influential  . 
Boris  Berezovsky.  Page  13; 

Comariion  epideiNc,  Page  2 

Goodyear  win  lay  off  up  to  2,800 

of  its  97, 000-strong  global  work-  - 
force  in  measures  announced 
hours  after  Goodyear  and 

Japan’s  Sumitomo  Rubber  Indus- 
tries signed  a   letter  of  intent 

creating  a   atretegic  aifianee. 

Page  1%  Makbig  tracks  for 
Japan,  Page  11;  Reture^  Page 
12;  Anelyds,  Page  18 

Bf  AquHabi^  the  French  on 

company,  expects  to  show  an 
exceptional  profit  of  about 

FFrTbn  (&1.07bn,  $1.21b^  in  ils 
1999  aocounte  as  a   resutt  of  toe 

planned  merger  between  Sanofl, 
its  majority-owned  drugs  arm, 

and  ̂ mtoSlabo,  arwther  Fren^ 

pharmaceuficals  company,  hitor- 
national  companies,  Ps^  16 

Thomson-eSF  of  France  cut  its 

equity  in  indra,  the  Spanish  elao' 
tronics  group,  from  25  per  cent 

to  10.5  per  cent  and  paved  tob 

wiy  for  the  Spanish  govern- 
ment's market  sde  of  Ite  66  per 

cent  staire  in  the  group,  bitama- 
tlonal  compares,  Pa^e  16 

Senior  executives  from  each  of 

toe  14  finarwial  inatituttons  that 

bailed  out  Long-Term  Capital 
Management  last  summer  are 
scheduled  to  meet  bxfay  in  New 
York  amid  growing  signs  of 

tensions  at  the  hedge  fund. 
JbnerfcMi  companies.  Page  14 

DanM  Bouton,  chief  «cecutfve  of 
^Soetdte  G^n^taia,  defended  toe 

Ranch  bank's  dioioe  of  Parfoas 

as  a   merger  partner  and  the 
combined  SQ  Paribas  would  be 

“built  for  growto”.  Page  13; 
Intenriaw,  Page  16 

Loi^Teno  Crada  Bank,  the nafionafised  Japanese  bank,  is 

seektog  8   iMyer  for  ito  (^deratiore 
in  what  vdll  be  a   test  for  toe  gov^ 
emmenfs  attempts  to  press 

ahead  with  banl^  r^omt  Aiia- 
PacHfe  companfea,  Page  17 

AngtogaM,  toe  world's  biggest 
gold  mlni^  company;  booated 
pretax  pr^  to  R2.88bn  (|476it0 

in  the  year  to  December  1998 
from  R2.29bn  in  1997  despite  toe 

weak  gold  price.  bitomaBonal 
companfea,  Page  16 

Deutsche  Bank  is  In  tones  wHh 

Canada's  Newcourt  Credit  asset 
finance  con^iariy  on  a   deal  that 
could  give  toe  CanaeSan  group 

control  of  a   potfion  of  the  balk's 
leastog  buaineas.  Page  13 

A   dbputo  broke  out  between  Rat 
and  Volvo  over  the  terms  of  a 

putative  $13bn-$14bn  takeover 
offer  for  the  Sweefish  automotive 

groif).  IntemaBonai  companies, 

PSge  1^  Lex,  Page  12 

Damaid  for  currency  analysts  is 

soaring  as  Biropeat  funds  boost 
overseas  assets  arrdd  recant 

exdwnge  rate  vototRity.  Page  13; 

Lax,  Page  12 
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Brussels  urges 

Italy  to  revise 
debt  reduction 

programme By  Peter  Nofissn  to  Brnsnlt 

Tbe  European  Commission 

yesterday  accused  Italy  of  exces- 
sive optimism  in  its*  budgetary 

planning  and  ui^d  Rome  to 
revise  its  programme  for  cutting 
its  debt  and  deficits  to  meet  the 
needs  of  economic  and  monetary 

union. 
The  commission  said-growth 

was  Hkely  to  be  more  gradual 
than  the  forecast  acceleration 

from  L6  per  cent  last  year  to  2.5 
per  cent  in  1999  and  just  under  3 
per  cent  in  the  following  two 

years. 

But  Mario  T>agW,  director  of 
the  Italian  lYeasury,  said  this 

year's  deficit  could  be  on  target 
in  spite  of  slower  growth, 
because  of  lower  interest  rates  in 
the  enrCFZQEto. 

Yesterday's  commission  report 
on  Italy  was  the  smst  critical  of 
four  reviews  of  EU  economies 
under  the  stability  and  growth 

pact 

ITie  pact  has  set  a   mediton 

berm  objective  of  budgets  “dose 
to  balance  or  in  surplus'*  for  BU 
countries  in  and  outside  the  euro- 

zone. 
The  EU*s  Brussels-based  execu- 

tive argued  that  Italy's  macro- economic assumptions,  framed  in 

May  last  year,  “now  seem  over 

nptjmisHg". 

It  warned  the  country  m^t 

have  to  take  additional  corrective 
measures  to  meet  its  general  gov- 

ernment deficit  target  of  1   per 

cait  of  gross  domestic  product  in 200L 

loww  growth  in  199B  and  this 

year  posed  particular  risks  to  the 
plan  to  cut  the  deficit  to  1   per 
cent  from  2.6  per  cent  of  GDP  last 

year  and  2   per  cmat  of  GDP  this 

year. 

The  commission  also  expressed 
concern  that  Portugal,  another 
Emu  member,  made  no  progress 
in  consolidate  its  bud^  last 

year,  while  its  metKnw  term  defi- cit tablet  of  03  per  cent  d   GDP 

In  2002  was  “a  wrtiwiwmm  por- 
tion" in  the  li^t  of  Portugal’s 

sbong  growth. 
By  contrast,  Britain  and  Swe- 

den, both  outside  Emu.  were  told 
that  their  bndgetazy  polieies  con- fbnned  with  the  stability  pact 

The  commission’s  findings  will be  discussed  by  EU  economics end  finwTwi  ministers  in  Brussels 

next  Monday. 
Yves-Thibault  de  Silguy,  the 

commissioner  responsible  for 
monetary  affairs,  underlined  that 

any  budgetary  correction  to  be 
made  by  Italy  would  be  modest 
While  the  expected  growth 

slowdown  could  add  between  035 

and  0.4  percentage  points  to  its 
defidt-to^iDP  ratio,  other  tactore 
such  as  lower  interest  rates 
would  have  an  offsetting  effect, 

he  said. 
But  Mr  Dra^  struck  a   more 

optimistic  note  at  a   separate 

meeting  of  the  Ed's  economic and  financial  committee  in 
Brussels. 

He  said  Rome’s  latest  calcula- 

tions suggested  that  this  year’s deficit  could  be  13  per  cent  of 

GDP  c«-  2   per  cent,  in  line  with  its 

target,  despite  an  expected  riow- 
down  in  growth  to  2J.  per  cent 

In  its  review  of  the  UK,  the 

commission  gave  carefully 

worded  encouragement  to  sup- 
porters of  British  participation  in 

tbe  euro. 

The  coGunissioD 'recommends  a 
policy  aimed  at  exchange  rate 
ststoility  “which,  tn  turn,  should 

help  reinforce  a   stable  macro- 

ectmomie  eznrironmehP’. 

Eni  and  Gazprom  to 
build  $3bn  pipeline 
Egr  Pad  Betts  fa  MBn  and  Robert 
CoiMs  fa  Leadoo 

Eni  of  Italy  and  Gazprom  of 
Rusria  win  go  ahead  with  a   joint 

8^  project  to  baQd  tbe  worid’s 
deepest  underwater  pipeline  to 

s^  natural  gas  fi»m  Russia  to 
Turkey’s  Black  Sea  coasL  in  ̂ te 
of  tbe  risk  of  US  (woritioiL 

Thera  have  been  strong  sugges- 
tions in  recent  wedts  that  the  US 

govonmtoit  was  concerned  that 
the  “Bhie  Stream”  project  risked 
rinfiaiminitig  Turkey'S  commit 

ment  to  compMng  ̂    ̂pdine 
ventures  in  tbe  Caspian  Sea. 

WashittgtOD  has  been  lobbying 

strongly  for  an  “energy  corridor” from  the  Ca^iian  Sea  region  to 
Turkey  for  both  oil  and  gas 

export  pipelines. 
But  the  Italian  and  Russian 

groups  said  yesterday  they  had 
gjpnoil  2   wwtxwjmttiiTw  of  Mndwr. 

Standing  to  proceed  with  the 
40Qkm  pipeline  and  a   comprereor 

station  near  n>>iTt>igg  pp  Rusria’s Black  Sea  coast 

Turkey  is  seen  as  tbe  fastest 
growing  ^   maricet  in  Europe, 

Gasianm  -   the  world’s  big- 
gest gas  producer  -   has  been 

Bspedally  keen  to  establish  a 
direct  Side.  At  present  Russian 
gas  exports  to  Turkey  pass 

throni^  Ukraine,  which  has 
often  siphoned  off  st^jplies. 
Analysts  said  Gc^om  was 

also  keen  to  prove  it  could 
launch  a   major  export  scheme 

even  thou^,  other  Rnssien 
companies,  it  is  effectively  cut  Off 

£n»s  intematinual  capital  Ina^ 

bets  because  of  Russia’s  defkult 
on  its  domestic  dd>t  last  yep. 

The  pjpaite*  >   to  be  laid  in 
wato’  d^fiis  of  as  mudi  as  2200 
metis .   -   will  be  30  per  cent 

deeper  than  any  existing  subsea 

pipeline,  Gazinum  and  Eni  will 

«MOoneitep|peB» 
BkieSbtonipIpelna 

each  hold  a   50  per  cent  interest 
in  the  project.  Although  they <ia*^iiTiBa  to  disclose  the  value  of 

the  venture,  oil  industry  analysts 

said  tbe  entire  prqject  was  expec- ted to  involve  nearly  $3bn. 
Tbe  two  companies  said  20  per 

cent  of  the  overall  cost  would  be 

covered  by  equity  in  a   new  com- 
pany, establidied  to  develop  and 

manage  the  prcgecL  'nie  remain- 
ing 80  per  cent  would  be  tlwanneri 

throu^  debt,  mainly  throogb 
ItaUan  banks.  A   consortium  of 
hanks  would  provide  credit  guar- 

anteed. by  SACS,  the  Italian 
e^ort  credit  i«eacy,  and  other 
gimllgr  Incfittitlnng aiHimigh  some  analysts  have 

guesfioned  tbe  economics  of  the 

project,  Gazprom  executives inrist  that  Blue  Stream  is  more 

competitive  than  conventional 
land-based  pipeUnes. 

Woik  win  b^in  as  soon  as  fin- 
ancing is  in  place  and  is  due  to 

be  completed  by  the  third  quarter 

of  2000.  Saipem,  Eni’s  engineer ing  and  contracting  company, 

has  been  awarded  the  construc- 

tion contract 

Hiij„im|iiii— [1^ 
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Fornier  lAce  preiidont  Dan  Oiwyto  annotaicing  >u«lerday  that  he  has  fanned 

an  explofatery  comrrattee  towanb  aeaking  Ihe  RepubBcan  nomination  for 

prestdent  He  said  he  wouM  nai  a   campaign  concentrating  on  tosuea. 

Daewoo’s  S   Africa 
chief  is  shot  dead 
By  Victmr  Mallet  fa  Cape  Town 

The  chief  of  the  South  African 

operations  of  Daewoo,  tbe  South 
Korean  oongiomerate.  was  found 
shot  dead  In  his  car  yesterday  in 

what  seems  to  have  been  a   bun- 

ded hijack  attempt 
Kwon  Yong-koo.  who  came  to 

South  Africa  a   year  ago  to  revive 
Daewoo's  electronics  and  motor- 

importing  businesses,  was  appar- 
emtly  shot  through  the  bead  at 
aboi^  10.30pm  on  Tuesday  after 
having  dinner  with  the  South 
Korean  ambassador. 
Tbe  SO-yearold  executive  was 

found  at  the  wheel  of  his  car  at 
the  entrance  to  the  compound 
where  he  lived  in  the  northern 
suburbs  of  Johannesburg.  The 

window  on  ihe  driver’s  side  had 
been  shattered  by  the  buUet 

Pieter  Coetzee.  general  man- 
lier of  marketh^  and  sales  for 

Daewoo  Motor  in  South  Africa, 

said  Mr  Kwon's  death  ‘^rill  defi- 

nitely have  a   message”  for  the international  community. 
The  South  Korean  embassy 

said:  “Crime  is  a   deterrent  to  for- 
eign Investment,  and  the  victim 

in  this  case  is  unfortunately  a 

hig^-profile  figure.  This  inddent 
can  have  a   negative  effect  on 
Korean  business  activities  in 

South  Africa.” 

In  the  first  six  months  of  last 
year,  there  were  more  than  7,000 
vehicle  hijackings  in  South 
Africa,  more  than  4,000  oi  which 
were  in  Gauteng,  the  province 
that  includes  Johannesburg  and 

much  of  the  country’s  industry. . 
Although  poHce  said  they  were 

treating  Mr  Kwon’s  deatii  as  a failed  hijacking,  one  police  officer 

said  he  thought  it  was  an  assassi- nation, rather  than  an  untargeted 
crime. 
The  case  was  odd  because  Mr 

Kwon’s  mobile  telephone,  his 

waHet,  and  the  car  itsdf  had  not been  stolen. 

South  African  oppoaition  par- 

ties reacted  with  fury  to  the  kill- 
ing, awmeing  the  ruling  African 

National  Cemgress  of  fefflng-  to curb  crime  since  it  was  elected  in 

1994. 

US  policy  on  Iraq 

Little  applause  for 

‘coiitainmeitt-plus’ 
Pages 

Chinese 
launch 
rival 
to  Viagra 
By  James  iQriioe  In  Beiiiig  and James  Han^g  In  Fqjian 

A   Chinese  herbal  drug  company 

has  launched  a   rival  to  Viagra, 

the  male  potency  drug,  called 
“Weige”  or  Big  Brother. 

A   packet  of  ei^  of  the  pills 
costs  RmbeO  ($11)  -   far  dieaper 
than  Viagra,  which  is  made  by 
Pfizer,  the  US  pharmaceutical company. 

The  new  Chinese  product  puts 
Pfizer  in  a   delicate  position 

because  it  has  registered  the  C^- 
nese  name  “Wei  Er  Gang”  (fierce 
and  strong)  in  T^wan,  where  it 
is  already  on  sale. 
Pfizer  would  prefer  to  use 

“Weige”  in  the  mainland  market, 

but  it  faces  a   wait  for  official 

approval  in  China  whereas  its herbal  rival  Is  not  required  to 

undergo  giinirai  trials. 
According  to  officials  at  the 

national  trademark  office  in  Bei- 

jing, Shenyang  Feilong  Health 
Products  company  has  received 

approval  to  trademark  tbe  name “Weige”.  Company  officials  are 

aware  of  the  potratial  of  thdr 

product 

“We  are  goii^  to  sell  lOOm  pills 

this  year,”  said  Jiang  Wri,  chair- man of  Shenyang  Feilong,  which 

is  based  in  China's  north  east. 
“Our  Weige  works  better  than 

Viagra,  and  It  is  all  herbal  so  it 

does  not  have  any  side-effects." Tbe  drug  has  not  undeigone 
independent  clinical  trials,  but 

Afr  Jiang  said  tests  had  been  per- 
formed on  volunteers. 

Tbe  product’s  packaging  is 

designed  to  look  foreign,  featur- 

ing a   phou^raph  of  an  Adonis 
statue,  flyii^  doves  and  cavort- 

ing women  in  bikinis. 
Along  the  bottom  of  the  packet 

it  says  in  Rngiigh!  "Studied  and supervised  by  Wisdom  (USA) 

Development  Co  Ltd”, At  Venus,  a   new  kind  of  store 
in  the  coastal  Chinese  township 

of  Change,  in  the  south-eastern 
province  of  Fiqian,  smugged  \fia- 
gra  pills  are  stored  in  a   drawer with  only  a   discreet  pbotognqih 

to  inform  customers  the  pill  is  in 

stock. The  single  pill  that  was 
brou^t  out  from  behind  the 
counter  at  Venus,  one  of  the 
many  new  sex  and  personal 
health  products  shops,  cost 

Rmb430  -   which  is  just  a   little 
less  than  the  local  monthly  wage 

and  nearly  five  times  the  cost  in 
the  US. 
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US  expects  to  send  few  troops  to  Kosovo 
By  Stephen  FMIer  In 
Wsshlngton  and  Giq  Dhnasre 
h   Bdgrade 

Tbe  US  would  expect  to  send 
no  more  than  2.000  to  4,000 
ground  troops  to  Kosovo  as 
part  of  any  Nato  force  sent 
to  preserve  a   peace  agree- 
ment ‘there,  Henry  Shelton, 
chairman  of  the  US  joint 
chiefs  staff,  said  yester- 
day. 

The  separatist  ethnic  Alba- 
nian Kosovo  Liberation 

Army  has  already  ^reed  to 
attend  peace  taiics  beginning 
in  France  this  weekend. 
Western  mediators  are  confi- 

dent that  Belgrade  win  also 

send  a   bi^-level  del^adon 
to  France,  althot^  rifts 

within  Serbia’s  ruUi^  coali- 
tion could  be  eiq)osed  in  a 

parliamentary  debate  on  the 
topic  today. 
Gen  Shelton  made  clear 

that  the  size  of  any  Nato 
contingent  was  still  being 
worked  out  But  he  told  the 
US  Senate  armed  services 
committee  that  a   Nato 
ground  force  of  20.000  mi^t 
require  a   US  contribution  as 

low  as  2,000  to'4.000.  "And  I would  see  that  being  the 
maximum  number  that  we 
would  be  asked  to  oontrib- 
ute,  even  if  they  decided  to 

go  in  with  30,000,”  he  said. 

British  and  French  troops 
would  be  expected  to  make 
op  the  bulk  of  any  force, 

while  Germany  said  yester- 
day said  it  would  b^in  to 

train  800-1,000  troops  for 
action  In  Kosovo. 
vniUam  Cohen,  US  defence 

secretary,  said  other  Nato 

countries  had  "indicated 
they  won’t  participate  in 
that  military  operation 
unless  the  United  States  also 

partidpates". 
He  told  the  committee  that 

a   US  commitment  to  ground 
forces  should  be  relatively 
small-  -   mven  that  the  US 

was  undertaking  "a  very 
large  load"  In  providing  air 

power.  He  also  said  ethnic 
Albanian  rebels  leaders 
would  not  feel  confident 
about  a   Nato  force  that  did 
not  include  the  US. 

But  be  said  he  would  not 

support  sending  in  ground 

forces  without  a   reel  com- mitment on  behalf  of  the 
Serbs  and  the  rebd  forces  to 

an  interim  agreement  to 
cease  hostilities. 

US  envoy  Chris  EHii,  caus- 
ing the  threat  of  Nato ventlon,  yesterday  urged 

Serbian  Preddent  MDan  MU- 
utinovic  to  give  a   positive 
response  to  the  international 
community's  ffummnns  tO 

the  peace  talks.  Wolfgang 

Petritseh,  representing  the 

European  Unioa,  said  after mpcting  Nikola  SaiDOvic,  a 

deputy  prime  ministm-  In  the 
federal  Yugoslav  govern- 

ment, that  Belgrade  was 
seriously  considering  taMng 

part. 

Today’s  Serbian  parlia- 
mentary session  Is  little more  than  a   fonnality  but 

could  reveal  the  depth  of 

dlvisioos  within  the  govern- 

ment. The  ultra-nationalist  Radi- 
cal party,  brou^t  into  the 

ruling  coalition  with  the 
onset  of  war  in  Kosovo 

nearly  a   year  ago,  is  opposed 
to  peace  tallss  h^  outside 

Serbia  has  challenged 

Nato  to  go  ahead  and  bomb 

Serbia. 
Diplomats  also  admit  there 

is  a   strong  likelihood  that the  Conuct  Group  peace 
plan  on  offer  win  be  rejected 

by  both  sides. 
The  Ove  main  western 

powers  »Tid  Russia  are  pro- 

posing wide-rai«ii^  auton- 

omy for  Kosovo  for  a   three- year  to  five-year  period,  with 
substantial  powars  wielded 

by  the  head  of  the  intamar tional  monitoring  mission 

there. 
Nato  air  strikes  are  seen 

as  a   resort  to  stop  the 

war. 

Corrupt 
officids 

‘epidemic 
in  Russia’ 
By  Ambsw  Jack  in  Moscow 

Russia's  acting  chief 
prosecutor  yesterday  critic- 

ised the  courts  for  being  too 
lenient  and  said  there  was 
an  explosion  in  corruption 
among  officials  that  ranked 
the  country  among  the  high- 

est in  the  world. 

"Corruption  among  Rus- 
sian bureaucrats  has 

reached  unprecedented  lev- 
els," said  Yuri  Chaika,  who 

was  appointed  after  the  res- 
Umation  of  Yuri  Skuiatov  on 
Tuesday  for  what  he  said 
were  reasons  connected  to 

Ql-health.  "Only  Venezuela,* 
Nigeria,  Pakistan  and  Cam- 

eroon do  worse  than  us." 
The  remarks  are  the  latest 

in  an  escalation  of  action  by 
investigators  and  of  rhetoric 
by  top  government  officials 
in  the  past  few  weeks  whidi 
hare  concentrated  on  the 
need  to  clamp  down  on  cor 
ruption  and  tax  evasion. 
Mr  Chaika  said  more  than 

2,000  officials  had  been  sen- 
tenced to  varying  prison 

terms  on  comij^on  charges 
last  year,  but  complained 
that  many  others  had 
escaped  JaU. 

On  Tuesday,  a   hi^-profile 
raid  by  the  general  prosecu- 

tor's office,  accompanied  by 
armed  and  hooded  para-mili- 
taries,  took  place  at  Slboeft. 
an  oil  group  linked  to  the 

"oligarch"  Boris  Berezovsky. 
But  Sibneft's  executives 

stressed  that  Investigators 
were  looking  Into  a   security 
company  with  which  they 
said  they  had  no  connection. 
Mr  Berezovsky  currently 

ser\'es  as  executive  secretary 
of  the  Commonwealth  of 

Independent  States,  which 
groups  tc^tlier  12  countries 
in  the  former  Soviet  Union. 

Yevgeny  Primakov,  the 

prime  minister,  said  on  Sun- 
day that  space  would  be 

made  available  in  Russian 
prisons  to  ensure  that  those 
guilty  of  economic  crimes 
were  punished. 

"It  is  now  necessary  to 
fight  economic  crimes  \-igor- 
ously,"  be  said  on  Russian 
television,  accusing  “some 
groups  of  people”  of  "plun- 

dering the  state. 
"If  we  caimot  pay  doctors, 

teachers  and  so  on,  how  can 
we  tolerate  tax  dodedng,  how  | 
can  we  tolerate  such  things  ! 
as  when  non-existent  sand  is  I 
being  sold  by  cheats  to  one  I 
another  just  to  make  deduc- 

tions from  VAT?" 
Mr  Primakov  also  attacked  i 

Mr  Berezovsky  for  saying  | 
last  week  that  trust  in  the 
government  was  running 
out.  Mr  Primakov  argued 
that  because  of  his  position 
Mr  Berezovsky  should  not 
have  attacked  the  head  of 
government  of  one  of  the  CIS 
states. 
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Germany  adapts  to  informality 
The  new  chancellor  appears  to  have  settled  into  government  but 
he  cannot  afford  to  relax  too  much,  virrites  Ralph  Atkins 

Gerhard  Sdxbden  his  debut  has  been  fraught  and  undfsdpQmd 

Stiff  formality  has  no 
place.  Gerhard  SchrSder 
putte  cigars.  So  does 

Bodo  Hombach,  the  chancel, 
lor's  chief  aide,  in  his  office 
at  the  other  end  of  the  Bonn 

chancellery's  north  wing. 
Their  staff  generally  refrains 
-   but  informal  forms  of 

address  predominate  In  con- 
vetsation.  The  atmosphere  is 
sometimes  chaotic,  the  pace 
frantic. 

After  exactly  100  days, 
govenunent  under  Mr  Schrfr 
der  has  developed  a   difteent 
style  from  that  of  Helmut 
Kohl,  his  predecessor.  It 
appears  haphazard  and 
makeshift  -   and  not  just 
because  in  a   few  mnnHis  the 
government  permanently 
moves  600km  to  Berlin.  Mr 

Schroder’s  debut  has  been 
fraught  and  undiaripHnpd. 
The  S4-year-old  former 

state  premier  of  Lower  Sax- 
ony, in  northern  Germany, 

arrived  in  Bonn  determined 
to  import  his  pragmatic 
style. 

ReUdively  simple  to  Inqde- 
ment  were  Social  Demo- 

cratic party  (SPD)  election 
promises  on  a   youth  employ- 

ment programme  and  tax 
reforms  pitched  at  working 
families. 

But  Mr  Schroder’s  coali- 
tion with  the  Greens  has 

seen  run-ins  between  minis- 
ters. and  confusion  on  a 

range  of  policy  ideas  that 
were  not  fully  formed  -   par- 

ticularly on  withdrawing 

from  nuclear  power.  Busi- 
nesses cure  edarmed  at  the 

extra  tax  burden  many  face; 

some  reforms  -   including 
energy  taxes  -   are  having  to 
be  re-worked. 

Meanwhile,  the  chancellor 
has  bad  to  work  on  his  rela- 

tionship with  Oskar  Lafon- taine,  the  ambitious  SPD 
party  ̂ ^Nainwan  and  finance 
minister.  And  his  inexpeii- 
mice  in  foreign  affairs  has 

shown  in  often  clumsy  mis- 
takes, for  example,  provok- 

ing the  UK  on  European  tax 
harmonisation  or  France  on 
nuclear  waste  transport, 
which  contrasts  with  the 

toi^-minded  fineaaa  of  Hr 
KohL 

However,  there  is  now  con- 
fidence in  the  chancellery 

that  since  Christmas  the 
chancellor  has  found  a 
modus  Vivendi  within  the 
federal  coalition  that  can 

correct  the  negative  head- 
lines associated  with  Mr 

Schrdder’s  self-acknowl- 

edged "telse  start". 
The  chancellor  himself 

says  he  wants  more  “compo- 
sure". "Perhaps  we  over- 
looked that  in  100  days  you 

can’t  fulfil  all  election  prom- 

ises that  actuany'need  the 
lifetime  of  a   parliament,"  he 
says.  As  important,  pei^ps, 

Mr  Schroder's  aides  argue, 
are  the  personal  relation- 
ships  at  the  top  of  the  gov- 

ernment, which  they  say 

have  been  put  on  a   basis 
that  makes  his  alliances 
workable. 

His  relationship  with 
Joschka  Fischer,  the  Green 

foreign  mimsto'  and  former 1968  revolutioiiary,  has  been 
stronger  than  expected. 
There  is  a   clear  affinity 
betwem  two  politicians  who 
have  1970s  radical  roots  and 

have  matured  into  pr^ma- 

tists.  Mr  Fischer's  caution 
and  emphasis  on  strong 
transatlantic  relations  have 
largely  averted  coalition 
splits  on  foreimi  poUcy- 

More  difficult  has  been  Mr 

Lafontaine,  the  former  pre- 
mier of  Saarland,  on  the 

French  border,  whose  ideo- 
logical drive  is  apparent  in 

his  calls  for  a   demamkirien- 
tated  economic  policy.  But 

damaging  public  splits  have 
been  largely  avoided  so  far. 

Both,  say  realise  thai** mutual  success  d^nds  on 

discipline;  there  is  a   "bal- 

ance of  power". Mr  Schrfider  has  taken  a 
more  direct  stance  with 

other  cabinet  ministers.  Jtlr- 

gen  Tiittin.  the  Green  envi- ronment minister,  with 
whom  Mr  SchrOder  worked 

in  government  in  Lower  Sax- 

ony. has  taken  a   confronta- tional course  over  shutting 
Germany's  19  atomic  power 
stations  -   reflecting  the 

issue’s  fundamental  Impor- 
tance to  the  Greens.  Mr 

Schroder  responded  with 

public  put-downs,  accusing 
him  before  Christmas  of 

"self-important  posturing". 
Mr  Trittin  retreated 
wounded. 

It  Is  a   balancing  act.  This 
week,  Werner  Mfiller,  a   fo^ 
mer  electricity  industry 

executive  who  is  now  eco- 
nomics minister,  was 

admonished  by  the  chancel- 
lor  after  su^csting  the  with- 

drawal from  nuclear  power 

be  reversed  at  a   later 
date. 
The  whole  process 

requires  an  enormous 
amount  of  energy  by  Mr 

SchrOder  and  a   dianc^lay 

permanently  on  crisis  pre- 
vention alert  It  has  brou^dtt 

rewards:  an  Emnid  opinion 

poll  in  this  week's  Der  Spier gel  magazine  showed  Mr 
Schroder  scoring  highly  for 

his  ability  to  "get  things done*.  The  SPD  bad 
increased  its  support  by  one 

percentage  pemt  since- tember*s  election;  75  per  cent 

were  “rather  or  very" 
pleased  with  tiie  work  of  the 

diancellor. Can  the  relative  peace 

■last?  The  Greens  are  still  agi- 

tating for  the  earliest  possi- ble closure  of  nuclear  power 

plants.  Union  demands  for 
substantial  wage  increases 
are  threatening  to  over- 

shadow Mr  Schroder’s 
freshly  launched  “alliance 
for  jobs",  brii^ing  together 
industry,  unions  and  the 
state.  Meanwhile,  industry  is 

lobbyli^  hard  for  a   tax 
reform  package  that  cuts  its 
burden;  it  is  unclear  If  Mr 
Schroder  can  deliver  on  a 

pledge  to  cap  corporation 
taxes  at  35  per  cent  from 

next  year. All  could  be  subjects  of 
Hamflging  COUfllCtS  in  WedtS 

to  come.  Mr  SchrOder  cannot 

relax  too  much. 

Swiss  bankers 

try  to  polish 
up  their  image 

Asterix 

goes  into 
battle 

with 

Hollywood 
France’s  costliest  film 
production  -   putting  the 
nation's  favourite  cartoon 
character  AstCrlx  on  cellu- 

loid -   has  turned  into  a   sym- 
bol of  the  battle  by  French 

cinema  to  win  back  audi- 
ences from  their  evergrow- 

ing allegiance  to  Hollywood, 
writes  Robert  Graham  In 
Paris. 
The  FFr280m  (€42.6m. 

$48.4m)  film,  Astirix  and 
ObiUx  against  Gsesor.  went 
on  general  release  yesterday 
amid  mixed  reviews.  But 
media  attention  has  focused 
on  the  rearguard  action  by 
the  French  cinema  to  ward 
off  the  challenge  from  US 
blockbusters. 

As  a   result  the  heroic  bat 
tie  of  Asterix  and  his  follow 

Gauls  against  Roman  imperi- 
alism has  become  an  easy 

metaphor  for  what  Le  Monde 
called  the  struggle  against 
"the  imperialism  of  the 

American  cinema". American  films  account 
for  more  than  SO  per  cent  of 

tickets  sold  while  French- 
made  fiima  win  only  34  per 
cent  of  the  dnema  audience. 
But  last  year  Titanic  pushed 

the  proportion  of  tickets  sold 
for  American  films  to  almost 

60  per  cent.  "1996.  the  year  of 
Titanic,  seriously  under- 

mined the  idea  that  the 
French  einema  could  resist 

Hollywood,"  observed  Ubfo:- 
ation  yesterday. 

Asterix  also  appears  oa 
the  screens  in  the  wake  of  a 
bitter  dispute  between 

France  and  the  US  over  "cul- 
tural imperialism",  which centred  on  liberalising 

investment  and  reducing 
state  subsidies  in  the  cul- 

tural field.  France  provides 
an  gnuuai  FFr270m  in  dii^ 

subsidies  to  films  and  a   fur- 
ther FFrTlm  as  advances 

receipts. 

The  film's  producer. 
Claude  Berri.  has  produced 
such  successes  as  Hk  Bear 

and  Jean  de  Ftarettie.  But  the 
firmnirial  liarVirig  for  >iig  Jat. 

est  work  from  France.  Ger- 
many and  Italy  comes  on  the 

basis  of  the  phenomenal 
worldwide  sales  of  the  Aste- 

rix cartoon  books.  Some 
279m  books  have  been  sold 
in  77  languages  since  1959. 
The  French  actor  GCrard 

Depardieu  plays  a   larger 
than  life  Ob9Iiz  and  the 
model  Laetitia  Casta  is  the 
female  star. 

The  film’s  budget  is  almost 
10  times  the  avnage  spmit 
on  the  160  flimit  a   year  that 
are  made  in  France.  The  dis- 

tributors have  also  taken  the 
unprecedented  step  of  a 
mass  release  of  almost  800 

copies  of  the  film. 

Ss  IWiliani  Hal  in  Zurich 

The  gnomes  of  Zurich, 
bruised  by  endless  jibes 

abont  their  arrogance  and 
secretive  past,  are  preparing 
to  counter-attack.  They  plan 

to  send  a   hi^-powmed  dele- 
gation to  London  in  April  to 

sell  the  advantages  of  Swtt- 
zeriand  as  a   financial  centre. 

Swiss  bankers  are  used  to 

hosting  investment  "road- shows” for  their  clients  in 

the  worid's  finawwai  oenties. But  the  Tjinrinri  meeting  wQl 

be  the  first  timp  that  they 
have  hosted  an  international 
roa^how  to  advertise  thrir 

own  “unique  selling  points". 
The  banks  produce  more 

than  10  per  cent  of  Switzer- 
land's gross  domestic  prod- 

uct and  manage  an  esti- 
mated 30  per  cent  of  the 

offshore  assets  of  the  world’s wealthiest  individuals.  There 
has  been  concern  that  the 
endless  criticism  about  the 
behaviour  of  the  Swiss 

banks  during  the  second 
world  war  was  starting  to 

damage  their  reputation  for 
honesty  and  int^ty. 

The  launch  of  the  euro  has 
also  led  to  worries  that  it 
will  eventually  replace  the 
Swiss  franc,  which  is  seen  as 

one  of  the  keys  to  long-term 
success  as  a   firianrfai  centzc. 

The  City  of  London’s  deci- 
sion to  host  Its  own  “road- show* In  Zurich  last  year 

ha«  also  shaken  the  Swiss. 

Pascal  Couehepin,  econ- 
omy minister,  will  head  the 

dde^OD  to  London,  which will  include  Bruno  Gehrig, 

deputy  governor  of  the  Swiss National  Bank,  Georg 

Krayer.  president  of  the 
Swiss  Bankers'  Association, 
and  Antoinette  Hunzikmr-Eb- 
netmr.  cfolef  executive  of  the 

Swiss  exchangp. 
"We  have  a   good  brand 

that  is  worth  being  sold." said  Jean-Marc  Felix,  bead  of 

public  a&irs  at  the  Swiss 
Bankers’  Association  (SBA). 

Mr  Fdix,  who  came  from 
Kuoni,  a   successful  Swiss 
travel  group,  was  brou^t  in. 

by  jftnfossor  fCklaus  Blatt- 
ner,  the  SBA’s  new  chief executive,  to  bdp  r^uvenate 
a   trade  association  that  has 
traditianally  been  for  more 
interested  in  policing  the 
rule  book  than  polishing  the 
bankslntemational  Image. 

Switz^land’s  decision  to 
start  marketing  itself  as  a Wwawmai  centre  under  the 

“Switzerland  plus"  slogan 

reflects  its  Insecurity.  Its  tra- 

ditional competitive  advan- 
tages of  low  inflation,  a   firm 

currency  and  political  stabfl- 
tty,  are  no  longer  unique.  Its 
bank  secrecy  laws,  one  of 
the  country's  most  powerftil  , 
advantages,  are  under  | 

increasing  scrutiny  and  i 

Switzerland’s  foilure  to  abol- 
istk  stamp  duty  on  securities 
transactions  hasted  to  a   loss 

of  business. 

Privatisation  dispute  erupts  in  Warsaw 
By  Christopher  Bobfnskl 
in  Mtaasw 

A   dispute  over  privatisation 

within  Poland’s  embattled 
centre-right  coalition  govern- 

ment came  into  the  open 
yesterday  when  Emil  Was- 
acz.  the  treasury  minister, 
rejected  charges  by  Lesz^ 
Balcerowlcz.  the  d^uty  pre- 

mier, that  the  pace  of  sales 
had  slowed  and  was  threat- 

ening to  halt  economic 
restructuring. 

Mr  Wasaez,  who  belongs  to 
Solidarity  Electoral  Action 

(AWS).  the  senior  wwHtion 

partner,  said  he  "compleldy 
disagreed"  with  Mr  Balcer- 
owicz,  who  is  the  d^uty  pre- 

mier in  charge  of  ±e  ecem- 
omy  and  leader  of  the 
pro-businesB  Freedom  Union 

party. Mr  Wasas  was  replying  to 

a   memorandum  by  Mr  Bal- 
cerowicz  to  the  caMneL  The 
document,  which  has  been 

leaked  to  ffie  press.  -«aid  that 
the  dowlng  rate  of  privatisa- 

tion threatened  Poland's 
ability  to  compete  with  west- 

ern European  Industries. 

The  situation  could  a   bring  a 
crisis  in  the  economy,  Mr 

Balcerowicz  wrote.  He  said  a 
lack  of  progress  in  areas 
such  as  steel  would  bring  a 
deterioration  in  relations 

with  the  European  Union, 
whidi  wants  to  see  the  steel 
industry  in  private  hands 
and  free  of  subsidies. 
Mr  Wasaez  argued  yeste^ 

day  that  last  year's  privati- sation revenues,  at  just  over 
7bn  zlotys  (SSbn),  were 
higher  than  planned  and 
that  preparations  had  been 
set  in  tr^  for  new  disposals 

this  year.  The  1999  budget 

foresees  privatisatim  reve- nues worth  isbn  glotys. 

Mr  Wasaez  did  not  deny 

that  the  number  of  compa- 
nies privatised  had  been  low 

and  that  the  pace  of  struo 
tural  change  in  the  economy 
had  slowed.  He  said  a   low 

budget  allocation  last  year 

for  privatisation  fees  had 
meant  that  the  number  of 

transactions  had  been  lim- 
ited. 

This  year,  he  said,  the  sale 
of  the  Katowice  and  Sedzt 
sur  mills  would  go  ahead 

and  a   minority  stake  in  the 
Plodt  BeGneiy,  one  of  the 
country’s  largest  companies, 

would  be  floated  on  the  War- saw stock  exchange. 

The  government  is  also 

planning  the  sale  of  a   stake 
of  between  25  per  cent  and  ! 

35  per  cent  of  Telekomuni- 1 
kaeja  Polska  SA,  tiie  listed  i 

telecoms  operator,  to  a   stta-  ̂  
tegic  Inve^r,  and  the  sale 

of  a   52  per  cent,  stake  In  ffie 

Pekao  ̂    bank.  *nie  aate  of the  PZU  state  insurance 

(sompanv  and  the  small  Hawk atchodni  are  also  planned. 

NE^S  DIGEST INCOME  FROM  MVINGS  AND  INVE^UITS 

Banker  backs  Brussels 
on  withholding  tax 

The  Europfinn  Commission’s  plans  for  a   ininirmBn  20  per 
cent  wtthhok^  lax  on  inebme  from  savings  and  inv«^-  . 
merit  gtened  unexpected  support  yesterday  from  one  of 

Eur^w's  leading  bankers. 
Rolf  Breuer,  chief  executive  of  Frankfurt-tiassd  Deutsche 

Bank,  told  butenessmen  in  Brussels  that  taxes  on- invest- ment should  be  harmonised  In  Europe.  He  brushed  aside 

objections  that  the  withholding  tax  would  cripple  the  inter- 
natkxral  borid  market  and  thus  damage  the  city  of  London, 
where  Deutsche  Bank  employs  about  3,000  peopi& 

Mr  Breuer  pointed  out  that  the  plans  of  Mevio  Monti,  the 
commis^ner  responsible  for  taxation,  would  affect  private 

Investors  and  not  corporations.  “What  we  are  talking  about 

is  tax  evasion  and  I   would' be  more  than  happy  to  do  aui^' 

with  that  ones  and  for  an,*  he  said. Mr  Breuersaid  Am^can  based  investors  were  aut^ect  to 

very  stringent  contrete. There  was  no  chance  of  ther  avoiding  US  tax  and  yet 

US  capital  markets  were  thriving.  He  admitted  tiiat  Mr 
MorrtTs  irUtiative  posed  problems  with  existkig  International 
bonds.  But  he  favoured  subjecting  future  international 
bond  issues  to  the  withholding  tax. 

Peter  Norman,  Brussels 

GENEnCALLY  MODIFIED  CROPS 

Chicory  safety  endorsed 
Chicory  could  become  the  frst  genetically  modified  salad 

crop  to  be  licensed  for  sale  In  the  Europ^  Union  after  • maentisls  found  there  was  no  evidence  that  it  would  harm 

human  health  or  the  environment 
ft  is  the  12tii  genetically  modified  plant  to  be  endorsed 

by  the  EU’s  scientific  committee  on  plants.  The  European 
Commission,  the  EU’s  executive,  generally  follows  the 
oofTffTattee's  advice. 

However,  genetically  modified  crops  are  increasingly 
controversial  in  some  countries  and  environmental  groups 

are  pressing  for  a   ban  on  them.  HHteiate  Smitii,  Bnissela 

PUBUC  BROADCASTING  FINANCES 

Brussels  issues  injunctions 
The  BLkopean  Commission  yesterday  issued  the  French, 

ftaiian  and  Spanish  goverrvnents  with  irvunctions  to  pro- 
vide detailed  infonnation  on  the  financing  of  public  broad- 

casters. The  move  follows  complaints  from  private  televi- 
sion stations  that  they  are  bting  unfairly  undercut  by  their 

public  rivals. Telecinco  and  Antena  3   in  Spain,  RT1  in  Italy,  and  TR  in 
Ranoe  allege  that  pubBc  fcHPadcasters  are  using  staAe 
funefing  or  guarantees  fo  undercut  advertising  rates  and  to 
outbid  them  on  programme  rights.  .They  say  these  prac- 

tices fbut  EU  ruies  on  state  aid. 

The  complaints  date  back  several  years  but  the  Com- 
mission did  not  reach  a   vercfict,  daiming  that  it  did  not 

have  sufficient  Information.  The  private  broadcasters  then 
sued  the  Commission  for  failing  to  act 
The  European  COLRt  condemned  the  Commission  ki  the 

Spanish  case  and  Judgment  on  the  French  case  is  still 
awdted.  Emrna  Tucker,  Brussels 

•   State  aid  of  €120m  ($136m)  desfoied  for  six  Fiat  focrio- 
ries  in  Italy  is  under  tnvestigatkxi  by  the  Brussels  competi- 

tion authc^,  the  Eur^>ean  Commission  announced  yes- 

terday, 

Brussels  fears  the  aid  does  not  comply  with  EU  rules  on 
aid  to  tile  car  sector  but  has  weuted  more  than  a   year  for 
information  from  the  Italian  autiiortties.  Emma  Tucker 

HUNGARIAN  ECONOMY 

Balance  of  payments  warning 
Hungary’s  balance  of  payments  risks  ninning  out  of  con- trol if  there  is  a   western  European  recession,  according  to 

a   report  by  the  Or^isalion  for  Economic  Co-operation 
and  Development  published  yesterday. 
The  report  sounds  a   general  warning  note  about  the 

Hungarian  ecoromy,  one  of  the  most  successful  in  the  for- mer corrununistf  bloc,  writRe  generally  pitesing  economic 

progress. 

In  the  wake  of  the  Rusdan  crisis  -   when  there  was  a 

temporary  outflow  of  foreign  capital  from  Hungaiy  -   Inves- tors have  shown  tii^  are  averse  to  risk  in  Hungary,  the 

report  warns.  *This  risk  is  heightenki  by  recent  deveiop- 

ments  in  tite  trade  baiartce,"  it  says. 

The  report  also  suggests  the  government  might  over-  ' shoot  its  bud^  defi^  target  this  year  or  next  Tax  reduc- 
tions or  improvements  of  benefits  for  fontifies  have  perma- 

nently increased  the  government's  spending 
responsibilities,  whHe  reductions  In  the  government's 
resfxmsjtxlity  to  the  state  pension  scheme  and  other 
reductions  are  or^  tempexery.  Rterart  Wright,  Budapest 

TURKISH  MAFIA  CASE 

Fonner  minister  acquitted 
A   former  Turkish  cabinet  minister  was  acquitted  yesterday 

of  charges  of  aiding  and  abettir^  the  mafia. 
Eyup  Asik  redgned  from  the  government  In  September 

whm.tdevision  stations  broadcast  his  taped  cxmversaUons 
with  a   leading  mafia  boss.  The  scandal  eventually  led  to 

the  concise  of  the  government  of  Me^'Yllmaz  In  Novem- 
ber. The  court  ruled  that  the  conversations  did  not  consti- tute a   crime. 

The  acquittal  means  Mr  Asik  can  run  in  the  local  and 
parliamentary  elections  scheduled  in  April,  He  is  a   member 
of  Mr  Yilmas^s  centre-right  Motherland  party. 

Mr  Yilmaz  still  faces  a   parliamentary  investigaticxi  on  his 
ties  vrith  the  mafia.  AP,  Islanbul 

•   Tutkor’s  constitutionai  court  yesterday  opened  a   case 
to  outlaw  the  country’s  main  Kurdish  p«ty  for  alleged  Snks 
to  AbduHah  Oc»iai's  guerrilla  group. 

The  chief  prosecutor,  Vural  Savas,  accused  the  People’s 
Danocracy  party  (HADEP)  of  recruiting  guerrillas  for  the 

Kurdistan  WcMfcers*  party  ̂ KK).  Reuters,  Myarbaldr' 

GERMAN  METAL  INDUSTRY 

Workers  receive  new  offer 
Gwman  employe  sought  yesterday  to  defuse  a   growing 

dispute  in  tiie  rrwftai  inefustry  by  oftoing. workers  a 'ws^'  ‘ increase  this  year  of  2.3  per  cent,  slightiy  higher  th^ 

first  proposal,  plus  0.5  per  cent  in  one-off  benefits.  Repre- 
sentatives of  the  metaiworkeis’  union,  IQ  Metall,  win  con- 

sider the  offer,  made  in  the  state  of  Baden-WOrttenbera 

and  considered  a   benchmark  for  the  rest  olf  Germany)  ' ' before  holding  another  round  of  talks  wfth  the  eni^loyers 
next  Tuesetey. 

IG  Metall  has  adeed  for  a   wage  Increase  of  6.5  pv  cent 

saying  its  members  have  sufferi^  five  years  of  failing  real 

wages  and  now  deserve  a   share  of  the  indus^'s  prafits. 
Thousands  of  metalworkers  continued-to  hold  short  work 

stof^xtges  across  Germany  yesterelay,  affecting  above  all 
the  car  and  electricai  industries.  Tony  Barber,  Rrankfort 
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Brussels  to  claw  back  CAP  funds 
^   Michael  SmWi  bi  Brussefe 
The  European  Commission 
is  to  claw  back  nearly  €500m 
($567m)  from  European 
Union  countries  after  finding 
“irregulariUes"  In  the  dis- 

persal of  Common  Agricul- 
tural Policy  fUnds. 

The  decision  follows 
recent  allegations  against 
tte  Commission  oflax  finan- 

cial control  in  non-fann  sec- 
tors. 
Hie  Commission  has  long 

contended  that  the  highest 

EU  rates  for  irregularities 
including  fiuud  are  found  in 

bwfeets  managed  by  mem- 
ber states.  . 

The  €493m  which  the  Com- 
tnission  decided  to  claw  back 

yesterday  related  to  CAP 

funds  paid  out  and  con- 
trolled by  indivitlual  coun- 

tries. 

Franz  Fischler,  the  fttrm 

commissioner,  -   said  the 
action  demonstrated  the 

Commission's  controls  to 
prevent  payment  izreguiari- 
ties  in  member  states  were 

yielding  results. Receat  opinians  from  the 
European  Court  of  Auditors 

suggested  dtet  the  Commls- 

sioD  was  recovering  most  «r' all  (tf  a^cultural  money 
paid  out  incorrectly  by  mem- 

ber states,  Mr  FSsdfier  said. 

Separately,  the  Commis- sion recommoided  a   status 

quo  for  farm  prices  for 

1999-2000. Technical  adjustmmrts  are 
being  made  in  the  st^ar, 

be  unioudwd. 

The  decision  is  a   disap- 
pointment for  industrial 

users  of  sugar  who  have 
bear  eaxni^ignlng  fOr  a   16.S 

per  cent  cut  in  prices  guar- 
anteed to  sugar  processors. 

CIUS,  an  orgaj^tion 
resenting  users,  said  the 
prices  failed  to  reflect  the 

lower  input  costs  and 
increased  labour  iwoductiv- 

tty  m^oyed  by  processors. 
Yesterday^  dawback  deci- 

araUe  crmn,  wine  and  seeds  'sion  came  as  the  Commls- 
regimes  but  other  areas  will  sion,  the  EC's  executive, 

aiwoved  agrieultural  expen- diture of  €34bn  in  1995.  Ihey 
rdeeted  €404m  of  spendl^ 

in  that  year  and  said  it  had 
decided  to  recover  a   fUrfiier 
€89m  declared  in  subsequent 
years  relating  fe  the  same cases. 

%ain  sufiieted  the  largest 
1995  dawba^  with  much  of 

the  €l29m  '‘correction*'  relat- 
ing to  cmitrols  in  the  arable 

sector. 
France  incurred  a   €99m 

penalty,  most  of  it  for  “inad- equate  checks"  on  subsidy 

aimlications  in  cereals.  The 
UK  incurred  the  third  hip- 

est, €5Qm. Luxembourg  was  the  only 
country  which  trill  keep  all 

the  1995  mauey  it  dispersed. 

Arnold  agricultui^  sec- tors arable  crops  incurred 
the  biggest  penalty,  €i44m, 
with  meat  ffeh  next  at 
€i03.5m.  The  Commission 

said  approval  or  rejectioa  of 

a   fUrthm*  €i97m  paid  out  bj' 
member  states  had  been 

postponed  the  out- come of  condliathm. 

Stiff  test  for 
Turkish  bank 
reforms  law 

Olympic  views  bumpy  flight  path  to  survival 
Industrial  action  by  pilots  has  undermined 
EU-backed  restructuring  programme  for 
Greek  carrier,  writes  Kerin  Hope 

Aristotle  Onassis,  the  late 
Greek  shilling  tycoon, 
still  haunts  Olympic 

Airways,  the  carrier  he 
founded  to  put  Greece  on  the 
intmnattonal  tourist  map. 
Two  decades  after  Onassis 

sold  the  airline  to  the  state, 
its  pilots  and  cabin  crews 
retain  the  high  salaries  and 
lavish  benefits  he  handed 
out  to  maintain  loyalty  in 
the  early  days. 

The  effect  on  Olympic's 
balance  sheet  has  bemi  dev- 

astating. Fifty  per  cent  of 
revenues  go  to  cover  the 
ws^  bill  for  6,300  workers. 
Pilots  are  accustomed  to 
receiving  yearly  wage 
increases  of  between  30  and 

80  per  cent Among  concessions  won 

by  Onassis  firom  the  govmn- 
ment  as  a   prcaninent  Greek 
shipowner  willing  to  invest 
at  hcone  was  a   deal  to  allow 

Olympic  pilots’  salaries  to  be taxed  at  less  than  20  per 

cent,  against  45  per  cent  for 
Greeks  with  similar 

incomes. 
A   year  ̂    Costas  Simitis, 

the  Socialist  prime  minister, 

made  Olympic  the  centre- 
piece of  a   structural  r^orm 

efibrt  to  hdp  Greece  join  the 
euro-zone  in  2001.  But  last 

month's  decision  by  the 

pilots*  union  to  ban  overtime 
work  and  challenge  a   pay 
freeze  agreed  last  year  has 
derailed  the  EU-backed 
restructuring  fffogramme 

and  placed  Olympic’s  sur- rival  in  doubt 

Yannos  Papantoniou, 

economy  minister,  said 
Oly^c  would  be  shut  down 
if  it  foiled  to  atc^eve  a   turn- 

around this  year.  ‘’Olympic 
is  a   test  case  for  moderni- 

sing the  public  sectw.  &   it 

pilots  to  hold  the  airilne  hos- 
tage -   these  are  the  prob- 
lems an  international  con- 

sultancy would  face,"  a senior  Olympic  execotive 
said. 

Olinopic's  pilots  and crews  used  to  take  a   day  off 
on  their  Imthday.  distribute 
free  tideefo  to  fomily  mmn- 
bers  and  have  dental  treat- 

ment in  New  York  or  Lon- 
don-at  the  airline's  expense. 

Olympic's  government-ap- pointed managers  foce  fierce 
pressure  foom  the  unions. 
Recent  proposals  to  shut 
down  loss-making  Icmg-baul 
flights  to  the  ns.  South 
Africa  and  Australia,  which 
provide  fli^t  crews  with  big 
cash  allowances,  were 

rejected.  So  was  a   suggestion 
that  Olynmic  reduce  the  size 

(rf  fli^t  crews  on  long-haul 
routes. 

"Managers  have  been  an 

instnimoit  in  the  bands'  of 
key  unions  at  Olympic,"  said a   recent  report  by  Salomon 
Smith  Barney  and  the  Greek 
investmAt  bank  Etera,  the 

government's  advisers  on 
Olj’mpic. 
After  negotiations  with 

the-  pilots  collapsed  last 
month.  Theodores  Tsakir- 

ides,  the  airline's  chief  exec- 
utive. submitted  his  resigna- 
tion. The  government  has 

bera  reluctant  to  accept  it 
because  of  the  difficulty  cf 
replacing  him. 

llie  pressure  wiB  intensify 

as  Olsrmpic  strusdes  to  o\’er- come  increasing  cash  flow 

problems.  Passenger  num- 
bers fell  by  15  per  cent  last 

year  after  a   wo^-to-rate  bi* 
pilots' and  cabin  crews  at  the 
be^t  of  the  tourist  season. 

Olympic  is  no  longer  eligi- 
ble f(Hr  buefeet  sub^dies  after 

Nordic  yards  in 
submarine  plan 

Obmpic  staff  protest  at  reforms  which  Indude  a   pay  freeze  SA 

can’t  become  profitable.,  it  4he  EU  approved  a   Drl4bn 

Aoold  go,"  be  said. 
*The  govenunest  wants  to 

hire  an  intmmatiohal  airline 

consultancy  to  take  over 
management  and  prepare 

Olympic  for  privatisation. 
But  Tassos  Mantelis,  the 
transport  minister,  has  yet 
to  ensure  cooperation  fium 

Olympic's  anions.  '’Weak mana^ment,  strong  unions 
and  a   culture  that  allows 

WSa)  capital  injection  last 

year  and  a   S378m  state  guai^ 
antee  to  finance  a   fleet 

renewal  pai^ramme.  But  the 
pilots  are  sHAing  to  their 

demands.  "We  fly  the  oldest 
pfenes  of  any  European  ca^ 
rler  and  face  a   punishing 
schedule  of  flights  during 

the.  tourist  season.  Because 

the  airline  doesn’t'  have enough  pilots,  about  30  per 

cent  of  flints  in  summer  are 

covered  by  overtime,"  one 

pilot  said. The  Socialists  cannot 

afford  to  elimh  down  over 

Olympic  or  delay  the  struc- 
tural reform  programme. 

Mudi  has  to  be  done  before 

the  European  Commission 
makes  its  official  decision 

next  spring  on  Greece’s 
application  for  euro-zone membership. 

The  government  is  divided 

overOlymplc's  fate.  Mr 
Papantoniou  and  other  msn- 

bers  of  the  prime  minister's modernising  foction  are  pre- 

pared to  shut  down  the  air- 
line. dismiss  its  workforce 

and  offor  its  assets  for  sale 

to  a   private  carrier  which 

could  become  Greece's national  carrier. 
CatnzMH^  mfrtistere  frxim  the 

hard  left  are  determined 

Olympic  should  survive. 

Tfa^  say  it  dould  be  subsi- dised because  it  has  a   pifohc 
service  role  maintaining 
routes  to  remote  islands 

year-round.  But  they  are 

also  influenced  by  Olympic's unions  wbidi  are  sttoi^  stq>- 

porttes  of  the  Socialists. 
The  government  has 

already  reorived  eSas  from 
several  Greek  stdpowners 

who  want  to  emulate  Onas- 
sis nn»^  run  the  naKnrmi  car- 

rier. But  according  to  the 

govoiunent’s  adviser,  '^hat 

solution  isn’t  likely  to  h^ 

Olympic  make  a   strategic 
alliance  with  a   European 

airline.  wlUch  is  the  only 

way  it  can  survive  in  the 

longer  texxn". 

By  Tim  But  in  Stoddiola andValerta  SkSH  bi  Oslo 

Three  of  Scandinavia’s largest  naval  shipbuilders 
yesterday  unveiled  plans  to 
collaborate  on  a   common 

submarine  programme  in 
the  first  step  towards  jednt 
dMteice  procurement  in  the 
Nordic  region. 

Tbe  oompanies  -   Gdsius of  Sweden,  Kongsberg 

Ddbnce  &   Aerospace  of  Nch-- 
way  and  DenmaiiE*s  Danyard Aalboig  -   are  to  join  forces 
in  a   partnerehip  dubbed  tbe 
\ftking  Industrial  Group  to 

devekg)  a   new  generation  of 
submarine  for  their  respec- 

tive navies. 

Defence  ministers  in  all 
three  countries  have  been 

seddng  vrays  to  contain  mil- 
itary spending  throng  com- 
mon procurement  In  addi- tion to  submarines,  the  three 

governments  are  esam- 
ining  a   pan-Nordic  helicop- 
tte-  order,  involvh^  up  to  80 
aircraft  over  10  years,  and 

jennt  maintenance  and  train- 

ing focUities. 

FINANCIAL_TIi\l£S 
No  FT.  no  comment. 

Wherever  you  are 

Vienna 

Frankfurt 

London 

Milano 

Paris 

New  York 

Belgrade 
Bratislava 

Bucharest 

Budapest 
Kiev 

Ljubljana Moscow 
Prague 

Sofia 

Tel  Aviv 
Vilnius 

Warsaw 

Zagreb 

the  logical  choice  is 

CA^VIB 
The  Investment  Sank  of  the  Bardc  Austria  Greup 

CA  B   tavastmentiHsde  AktiengeseNsdiaft DSieiiaigengasn  1SL 

ApIOII  Vienna  Aust^ 

Ti+43 1 588 M212a  R+49 1 588  84^104 

e-fnaib  vwoxpcnmRiBcMbxBRi 

The  submarine  pro- 
gramme involves  an  initial 

requirement  for  10  new 
boats  in  an  order  worth  an 

estimated  SKri3bn-SKi2Dhn 
(81.92bn-$2.36bn).  Of  that 
requirement,  the  Norwegian 
and  Danish  navies  are  each 

seeking  four  submarines, 
while  Sweden  is  expected  to 

acquire  two  new  vessels. 
"The  formation  of  the 

Viking  Industrial  Group  is  a 

major  step."  said  Kjell 
Gdthe.  vice-president  of  Cel- 

sius. Swedish  partner  in  the 

consortium.  "Co-ordinating 
procurement  of  next  genera- 

tion submarines  will  reduce 

the  costs  for  each  country." ITte  Finnish  govenimteit  is 
understood  to  be  examining 

the  project  but  has  yet  to decide  whether  to  take  part. 
Celsius  and  Kongsberg. 

meanwhile,  are  competing 

against  each  other  to  win  a NKrl2bn  ($1.6bn)  order  for 

up  to  six  frigates  for  the  Nor- 
wegian navy,  the  country's 

single  largest  defence  con- 
tract Tenders  for  the  con- 

tract are  due  by  March  1. 

By  Leyla  Boidton  ki  Ankara 

The  Turkish  parliament  is 

today  expected  to  renew 
attempts  to  pass  a   law  to 

strengffien  banking  supervi- sion, in  a   move  eagerly 

sou^t  by  the  International 

Monetary  Fund  and  a   num- ber of  foreign  and  TurUsh 

banks. 
The  new  law  aiwtg  to  set 

up  an  independent  banking 

regulator  in  charge  of  issu- ing licences  and  supervising 

the  coimtrj'*s  'iS  banks. Tbe  legislation  has  become 

more  pressing  since  tbe  cen- tral bank's  takeover  last month  of  Interbank,  the 

country’s  twelfth  Imgest 

bank,  which  ran  mto  liquid- 
ity platens  after  exceeding 

statutoiy  limits  for  lordiDg 
to  the  textile  group  which 
owned  it.  Several  Turkish 

banlcs  are  owned  by  con- 

^omerates,  a   fact  de^bed 
b>'  one  banker  as  a   "blessing 
or  a   curse"  depmiding  on  the 
strength  of  the  group  con- 

cerned. Passage  of  the  law  is  for 
from  certain,  mainly  because 
of  resistance  from  the  True 

Path  party  of  Tansu  pilfer,  a 
former  prime  minister. 

Mrs  Ciller’s  support  was essential  for  tbe  formation  of 

the  present  caretaker  gov- 
ernment but  her  party  main- tains that  it  would  be  wrong 

to  rush  leEnslation  before 
elections  whidi  are  due  on 

April  18. 

Bankers  complain  that  the 
present  regulatory  system  is 
too  vulnerable  to  political 
interference. 
Ministers  have  been 

accused  of  glvii^  banking 
licences  too  liberally  to 

people  outside  the  proteskm 
and  of  hindering  remedial 
action  for  institutioDS  where 
Treasury  auditors  have 
uncovered  proUems. "It  is  extimnely  important 

that  an  independent  body 
should  do  the  granting  and 

cancelling  of  banking 
licences  and  also  take  action 

on  the  results  of  supervi- rion," said  Thnju  (^uz,  exec- 

utive irice-prerident  of  Otto- 

man Bank,  a   mid-size Turkish  bank. 
Martin  Hardy,  the  IMTs 

Turk^  desk  chief,  cuxrenti}' in  the  country  to  monitor  its 

progress  on  economic rribrm,  said  that,  if  pn^ierly 

implemented,  the  new  bank- ing law  would  be  "a  big  step 

fnward". 

Interbank  was  previously 

controlled  by  Nergis  Hold- 

ing, a   textile  media  and  con- struction conglomerate 
owned  by  Cavit  Caglar.  a 
member  of  parliament  Hie 
bank  said  that  Nergis  was 
able  to  use  legal  locgiholes  to 
channel  more  frinds  from 

Interbank  to  its  textile  intte<- est  than  the  50  per  cent  of  a 

bank^  eajdtal  base  allowed 

by  Turkish  law  for  intra- 

group landing. 

The  previous  Interbank board  -   whose  members 
were  last  month  barred  from 

the  ri^t  to  occupy  sBiior haniring  posts  -   was  able  to 

exceed  these  limits  by  tend- 

ing money  to  companies vriiidi  wtee  not  driined  as 

group-related  because  they were  less  than  25  per  emit 
owned  by  Nergis. 
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THE  AMERICAS 

Reluctant 
senators 
back  at  trial 
Bjr  Mark  Suzman  In  Mtashlngbm 

Alter  a   blissful  few  days  of 
being  able  to  walk  and  talk 
freely  on  Capitol  Hill.  US 
senators  will  today  once 
again  be  forced  to  sit  in 
uncomfortable  silence  as 

they  Struve  to  map  out  the 
rinal  phase  of  President  BUI 

Clinton's  impeachment  trial. 
While  Mr  Clinton’s  law- 

yers and  Republican  prose- 
cutors spent  the  past  few 

days  questioning  the  three 
witnesses  who  were 
approved  last  week,  senators 
have  visibly  relished  getting 
invol\*ed  in  other  issues  such 

as  the  president's  budget 
proposals. 

But  with  the  last  of  the 

depositions  -   that  of  Sidney 
Blumentbal,  a   senior  White 

House  aide  ~   completed  yes- 

terday, the>‘  are  being  reluo- 
tanily  forced  to  refocus  the'u* attention  on  the  charges  that 

Mr  Clinton  committed  per- 
jury and  obstructed  Justice 

in  co\'ering  up  the  Monica 
Lewinsky  scandal. 

In  theory,  today's  task  is 
simply  to  decide  the  proce- 

dural questions  of  how  to 
handle  the  depositions  and 
whether  more  information 
and  live  witnesses  are 

needed.  In  practice,  the 
broader  atm  for  both  parties 
l<!  to  fmd  as  rapid  a   resolu- 

tion as  possible  to  proceed- 
ings that  have  already 

e:chausted  the  patience  of 

most  participants  and  con- 
tinue to  outrage  most  of  the 

rest  of  the  country. 
Altbou^  the  contents  of 

the  depositions  remain  cotiB- 
dential.  none  of  the  wit- 

nesses called  by  the  House 
managers  appears  to  have 
shed  new  light  on  the 
charges.  Ms  Lewinsky,  the 
most  important  witness,  did 
little  more  than  confirm  her 

previous  testimony.  Vernon 

Jordan,  a   Washii^Aon  law- 
yer who  is  a   close  Mend  of 

Mr  Clinton,  ckuined  a   few 
inconsistencies  concerning 
his  attempts  to  find  a   new 
job  for  Ms  Lewinsky,  but 
also  foiled  to  provide  any 

facts  likely  to  change  the 
course  of  the  triaL 

Prosecutors  said  yesterday 

that  their  attenqit  to  estab- 
lish that  Mr  Blumentbal  was 

falsely  told  by  Mr  Clinton 
that  Ms  Lewinsky  was  a 

“stalker"  and  then  passed 
that  information  on  to  the 

press,  was  very  productive. 
But  it  is  very  unlikely  that 
the  combative  presidential 

aide's  testimony  will  have 
any  significant  bearing  on 
the  final  outcome. 

With  44  Democratic  sena- 
tors already  on  the  record  as 

wanting  to  dismiss  the  case, 

the  president  is  almost  cer- 
tain to  be  acquitted. 

Henry  Hyde,  the  lead  trial 
manager,  has  already  said  be 
still  believes  live  testimony 
is  warranted.  But  after  view- 

ing videotapes  of  the  deposi- 
tions, several  Republican 

senators  bave  indicated  they 
do  not  think  that  is  needed. 

More  likely  is  that  that  the 
Senate  mil  agree  -   probably 
on  a   largely  party-line  vote  - 
to  allow  sides  to  use 

excerpts  from  the  deposi- 
tions when  they  make  clos- 

ing arguments.  With  sena- 
tors working  towards  a 

self-imposed  deadline  of  Feb- 
ruary 12.  those  would  proba- 

bly take  place  next  week. 
Trickier  to  resolve  how- 

ever. is  a   contentious  debate 

over  any  alternative  punish- 
ments short  of  removal  from 

office,  and  whether  they  are 
merited  or  practical.  Demo- 

crats have  long  proposed 
censuring  the  president  but 
in  recent  days  Republicans 
have  started  to  rally  round 
an  alternative  plan  to  allow 

for  a   “finding  of  iket"  by  the 
Senate,  requiring  only  a   sim- 

ple mqiority,  that  would 

establish  Mr  Clinton’s  guilt 
separate  from  the  final  vote 
on  the  inqieachment  articles 
and  put  their  condemnation 
on  the  record. 

But  Robert  Byrd,  an  influ- 
ential Democratic  senator 

who  is  an  authority  on  Sen- 
ate rules,  yesterday  dis- 

missed the  idea  as  unconstt- 
tutionaL 
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Rumblings  of  revolt  heard  in 

Brazil’s  deep  south  again Rio  Grande  do  Sul  is  rebelling  against  federal  economic  policy, 
reports  Geoff  Dyer.  The  precedents  for  Brasilia  are  bad 

The  longest  regional 
revolt  In  Brazilian  his- 

tory started  over  salted 

beef.  For  10  years  in  the  mid- 
dle of  the  last  century,  Rio 

Grande  do  Sul.  Brazil's southernmost  state,  declared 
Itself  independent  in  protest 

at  the  higher  taxes  its  farm- 
ers ikeed  on  sales  of  meat 

than  their  neighbours  in 
Argentina  and  Uruguay. 

The  “Firatini  republic",  as 
the  dispute  was  known,  was 
a   defining  moment  for  the 
country's  fourth  richest 
state.  The  state  flag  com- 

bines the  green  and  yellow 
Brazil  with  a   red  stripe,  in 

memory  of  the  blood  that 
was  shed  during  the  revolt 

“Brazilian  by  option"  is  an 
unofficial  state  motto. 

With  his  bushy  moustache 
and  folksy  turns  of  phrase, 
Olivio  Dutra,  the  new  gover- 

nor of  Rio  Grande  do  Sul,  is 
almost  a   caricature  of  a 

gaucho,  the  briligerent  cow- 
boys from  hi^  estates  on 

the  southern  fhmtier  whose 

name  and  image  now  charac- 
terise the  state.  And  Mr 

Dutra,  sworn  in  on  January 
1.  is  leading  a   new  region^ 

revolt  against  federal  eco- 
nomic policy.  "We  are  being 

trampled,"  he  clflims. Mr  Dutra  says  his  state  is 
unable  to  honour  a   debt 

repayment  deal  that  his  pre- 
decessor signed  with  the  fed- 

eral government  last  year. 
He  has  won  an  injunction 
allowing  him  to  put  the 

interest  payments  in  an 
escrow  account  while  he 
tries  to  renegotiate  the 

R$8bn  (US$4Abn)  debt 
Rio  Grande  do  Sul  has 

stopped  well  short  of  declar- 
ing a   moratorium,  as  Itamar 

Franco,  governor  of  Minas 
Gerais,  did  on  January  6. 

However,  the  federal  govern- 
ment has  gone  on  the.  ofiien- 

sive.  After  the  finance  min- 
istry wrote  a   letter  to 

international  organisations 
warning  them  of  the  risk  of 
default,  the  World  Bank  last 
week  suspended  S156.2m  of 
loans  to  the  state  for  60  days. 
Political  dog-fights 

between  big  states  and  the 

federal  government  are  noth- 
ing new  In  BraziL  the  inevi- 

table result  of  the  country’s ethnic  diversity,  regional 

stron^iolds  and  sheer  size. 
Even  under  dictatorship, 

presideifis  have  nev^  bad  it 
all  their  own  way. 

The  current  diqnite.  how- 
ever, goes  to  the  heart  of  the 

economic  dilemma  facing 
BraziL  With  inflation  threat- 

ening to  make  a   comeback, 
the  central  government  is 
desperately  trying  to  push 
through  draconian  budget 

cuts.  However,  seeing  unem- 
ployment on  the  rise  and  a 

recession  deepening,  many 
of  the  27  state  governors, 

especially  the  seven  oi^iosi- 
tion  states,  are  pleadi^  for 

some  relief  from  Brasilia. 

Mr  Dutra.  from  the  left- 
wing  Workers  party  (PTj, 

says  be  has  been  left  with  no 
alternative.  Filing  the  sala- 

ries and  pensions  of  civil  ser- vants (who  received  a   60  per 

cent  pay  rise  under  the  pre- 
vious government)  consiimfis 

84  per  cent  of  revenues. 
Under  the  debt  repayment 

d^,  he  must  pass  a   fhrther 

13  per  cent  of  the  state’s  rev- 
enues to  Brasilia:,  leaving  the 

governor  with  virtoally  no 
breathing  space. 

“Hie  finances  are  not  via- 
ble," says  Flavio  Fligenspan. 

an  economist  at  the  Federal 

University  of  Rio  Grande  do 

SuL 
bfr  Dutra,  a   former  bank 

employee,  says  he  needs 

time  to  resolve  the  state’s finanria?  problems.  He  plans 

to  Increase  revenues  by  cut- 
ting down  on  tax  fraud  and 

exemptions.  He  points  to  his 
record  as  mayor  of  Porto 
Alegre,  the  state  capital, 

which  was  near-ban^upt 
when  he  took  over  in 
but  which  is  now  financially 
solid.  “I  did  the  fiscal  adjust- 

ment" he  says. 

However,  it  is  not  just 
economics  that  has 
driven  Rio  Grande  do 

Sul  into  conflict  with 

Brasilia.  Political  consider- 
ations have  forced  Mr  Dutra, 

who  is  supported  by  the 
Trotskyist  whig  the  PT,  to 

reject  the  other  alternatives 
which  the  technocrats  at  the 
finance  ministry  in  Brasilia 
are  urging  on  him. 

Reducing  the  public  sector 
headcount  is  not  easy  -   the 

previous  government  intro- duced a   •   volnntary  retire- 
ment programme  but  was 

forced  to  refaire  some  of  the 

.   same  workers.  However, 
redundancies  would  be  par- ticularly difficult  for  a   ̂v^ 

nor  from  the  FT,  which  is 

stroi^ly  supported  by  public 

sector  anions.  ■ Moreover.  hCr  Dutra  is 

ideologically  onwsed  to  pri- 

vatising the  state’s  remain- 
ing energy  and  water  compa- nies. with  which  he  co^d 

pay  off  part  of  the  debt  or  set 
up  a   pension  fund  for  civil servants.  Nonetheless,  the 
business  community  is  waiy 

of  breaking  wifii  bis  stance. The  finance  ministry  has 

reacted  in  an  emotioiial,  not 

a   rationaL  way."  says  Mauro 

Kniinik.  president  of  the  Rio Grande  do  Sul  Commercial 

Association.  “Ren^otiation 
is  not  a   problem.  Brazfl  is 

ren^tiating  with  the  IMF." According  to  Dagoberto 
Lima  Godoy.  head  of  the 
Industrial  Federation:  The 
state  is  not  in  defoult.  R   is 

adopting  a   perfectly  legal 

procedure  while  the  two 

sides  (9>en  discussions." Such  united  support 

makes  Mr  Dutra  a   tricky 

opponent  Cor  the  govern- ment It  cannot  return  talks 

over  the  states’  debts because  of  the  signal  it 

would  send  about  its  budget- 
cutting plans.  However,  It  is 

under  pressure  to  find  some 
other  way  to  ease  the  burden 
on  state  governments. 

EBstory  does  not  provide  a 
comfortable  precedent  for 

Brasilia.  In  1845.  the  impe- 
rial government  was  able  to 

overcome  the  Rio  Grande 
revolt  and  secure  national 

But  the  price  was 

picking  up  the  state’s  debt& 

NEWS  DIGEST 

US  ECONOMY 

Fed  leaves  short-term 
interest  rates  unchanged 

The  Federal  Reserve’s  key  poficymddng  committoe  Wt 
short-term  interest  rates  unch^ed  at  the  end  of  a 
two-day  meeting  yesterday. 

The  dedskxt  by  the  qMH  rnailtet  committee  fo 
leave  the  Fed  funds  targ^  rate  at  4.75  per  cent  was  widely 
expected  but  came  amid  grovving  oonc«ns  among  poiey- 
makere  about  the  cbntinidng  frenetic  pace  of  US  growth. 

The  central  bank  cut  ffie  Fed  foods  rate  by  0.75  percent- 

age pokits  last  autumn  in  three  rapid-fire  ch^es  in 
response  to  international  and  doniesfic.financiaftutmoti. 

But  mice  file  last  rate  cut  in  November,  the  eopnomy-. 
has  actu^  acoeferated  -   ouqxjt  growth  in  the  fbuth 
quarter  of  last  year  hit  a   two-year  high  of  5.6  per  cent  at 
an  annualised  rate;  Ger^  Bakw,  Washingion MEXICAN  ENERGY  _   .     

Private  investmeilt  sought 
President  Ernesto  ZedHk>  yesterday  sent  proposed  consti- 

tutional reforms  to  Congr^  In  an  attam^  to  expand'pri- vata  investment  in  Mexico's  energy  sector,  a   century-old  - 
icon  of  state  control,  but  he  left  the  deRcato  task  of  privatf- 

safion  to  his  successors.  - In  a   riationaliy  broadcast  address,  Mr  ZedUo  said  he 
would  serxi  a   bifl  to  Congress  paving  the  way  for  private 

Investment  in  generation,  transmis^tti  and  distribufion  'of elecbicity,  which  are  currently  controlled  by  two  sttee 
monopolies. 

Business  leaders  desorbed  it  as  one  of  the  boldest  pro- 

posals of  his  administration,  but  there  were  fears  'it  would fall  host^e  to  po&fical  opposition  that  has  plagued  other 

recent  attempts  at  partial  privatisation,  such  as  petro- 
chamicais.  Herny  Tridcs,  Mexico  City 

VENEZUELAN  ELECTRICITY 

Hint  at  privatisatioh 
The  government  of  Hugo  Ch&vaz,  which  took  office  on 
Tuesday,  has  held  out  the  possibifity  of  privatisation  in 
Venezuela's  troubled  electricity  sector.  M   Rodriguez, 

energy  mkrister,  said:  “There  will  be  private  investment  in transmission  and  distribution  and  we  wfll  study  projects  of 

new  generation  In  various-parts  of  the  country." Mr  Rodr^uez  said  the  government  could  privatise  two 
regiond  power  comparries  this  year,  Semda  and  Enelven, 
even  before  the  legislalive.frarriework  it  was  drafting  was 

approved  by  Congress.  Itwestors  would  come  if  the 
returns  were  right,  he  Insisted. 

Bill  Richardson,  US  secretary  of  energy,  who  held  tafles 

with  Mr  Rodriguez  over  the  new  government's  energy  pol- 
icy, said  the  US  was  “very  interested  in  investing  in  Vene- 

zuela’s gas  and  electricity  sector”.  Ray  Colit^  Ganacas 

On  the  web  today 

•   Ruling  on  anti-abortion  website  raises  free  speech 
•   Republicans  say  regulations  will  undermine  privacy 

•   Argentine  dpilarisatiem  *wouid  boost  debt  rating’ 
httpz/’MwwJFLcroin/arnericas 

SIEMENS 

Double-digit  growth 
in  first  quarter  -   Earnings 
climb  12  percent 

Orders 
DM  billion 

.   -sts. +   6% 

German  business  - 

■   as... 

+20% 

.   International  business 

;2HS' 

+   1% 

Sales DM  billion : +   16% 

German  business 

-ae-j'- 

.   +^4% 
International  business 2&,2 +21% 

Employees  {31/12/98} 

'000s 

+.5% 
German  operations 

o%- 

Interriational  operations 

■+.  9% 

Capital  eaqtendfture and  irivestoents DM  txllion 

.-27%.- 

Net  income  after  taxes .   DM  bplion 

;   +12%  ■ 

Information  for  Siemens  shareholders 

3:smer>s  startsd  off  fiscal  1999  with  double-digit 

g '.ivs.'th  In  sales  and  income.  Net  income  climbed  12% 
':c  DrvlSSS  miiiion.  Orders  rose  6%  to  DIWI31.6  billion 

sales  jumped  16%  to  DM28.8  biilion  due  to  the 
fcirilng  cf  major  projects.  The  sharp  increase  in  sales  will 
:;:ormssise  in  the  course  of  the  fiscal  year. 

In  the  first  quarter.  Siemens 

reported  worldwide  orders 
worth  DM31.6  billion.  Overaii, 

the  order  volume  for  major  pro- 
jects has  not  yet  reached  last 

year's  level.  In  Europe  outside 
Germany,  orders  jumped  15% 
to  DM10.7  billion.  Siemens 

recorded  a   light  increase  in 
orders  to  DM7.1  billion  in  the 

Americas.  In  the  Asia-Pacific 

region,  orders  declined  as 
anticipated,  dropping  27%  to 

OM2.6  billion.  Domestic  busi- 
ness .was  especially  buoyant, 

stimulated  by  a   number  of 

major  orders. 

Changes  in  the'  group  of  con- 
solidated companies  had  an 

effect  on  both  orders  and  sales: 

'   In  contrast  to  last  year's  first 

quarter,  this  year’s  figures include  the  conventional  power 

plant  business  of  Westinghouse 
and  the  Electrowatt  activities. 

.   On  the  other  hand,  the  power- 
cable  business  was  sold  to 
Pirelli.  Currency  translation 

effects  had  a   positive  effect  on 
the  business  volume  compared 

with  the  planned  figures  for  the 

quarter,  and  a   negative  eff^t 

compared  with  last  year's  first 

.   quarter. 
Worfdwide  sales  in  the 

first  quarter  rose  16%  to 
.   DM28.8  bilibn,  outpacing  orders 

largely  due  to  higher  billing 
levels  at  Power  Generation, 

Transportation  Systems  and 
Medical  Engineering.  Business 
outside  Germany  rose  22% 
to  DM9.5  billion  In  Europe,  and 
24%  to  DM6.6  billion  in  the 

Americas.  Sales  in  the  Asia- 
Pacific  region  climb^  21  %   to 

DM3.1  bHlion. 

Following  the  acquisition 

of  Electrcwvatt,  Siemens' worldwide  workforce  reached 

436,000  employees  on 

December  31, 1998.  Without 

acquisitions,  the  number  of 

employees  would  have  remained 

virtually  at  last  year's  level. Net  income  climbed  12%  to 
DM639  rnillion.  The  biggest 

improvements  in  earnings  were 
achieved  in  the  Energy  segment 

and  at  Medical  Engineering, 

the  newly  formed  Information 
and  Communications  segment 
also  made  a   successful  start 
in  the  new  fiscal  year.  The 

newly  consolidated  businesses 
showed  solid  earnings  as  well. 

Last  year's  positive  trend  in financial  results,  generated  in 

part  by  effective  asset  manage- 
ment has  continued. 

For  further  Information, 

visit  the  Siemens  Internet  site: 

http://www.siemens.de.  - 

Note:  In  accordance  with  German 
legal  requirements,  the  information 
contained  in  this  inierim  report  has 
not  been  audited. 

Copies  of  the  mtenm  report  are  ava 
able  on  request  from  5.B  C.  Wkrbui 
atini  Mr  C.Ward,  2   Finsbury  Avenur 
London  EC2M  2PR 

Siemens  AG,  Berlin  and  Munich 
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China  boost 
for  foreign 
shareholders 

ASIA-PACIFIC 

COWynTimONAL  CHANGE  BELATED  RECOGNITION  MAY  MME  IT  ̂SIER  FOR  PRIVATE  COMPANIES  TO  RAISE  MONEY 

Beijing  fillip  for  dynamic  private  sector 

By  Peter  Montagnon, 

EdHor,  b)  London 

China  will  reonire  managers 
of  its  overseas-hsted  compa- 

nies to  become  more  respon- 
sive to  the  needs  of  Investors 

under  a   series  of  measures 
announced  by  its  top  finan- 

cial regulator  yesterday. 
The  announcement  by 

Zbou  Zhengqing,  chairman 
of  the  China  Securities  Regu- 

latory Commission,  marks  a 
recognition  that  many  mves- 
tors  in  the  53  companies 
listed  in  Hong  Kong  and 
other  overseas  markets  in 
the  past  five  years  have  been 
disappointed  with  the  peifor- 
TnflTira  of  their  hnWinp 

‘'Improvements  are  needed 

in  many  aspects,"  Mr  Zbou told  a   London  conference. 
Some  overseas-listed  compa- 

nies have  an  “unsound" management  structure,  inad- 
equate standards  of  disclo- 

sure and  poor  communica- 
tion with  shareholders. 

China  would  follow  up  the 

recent  passage  of  its  new 
security  law  with  a   series  of 
measures  to  address  these 

problems. Under  the  new  rules  listed 
companies  would  have  to 

keep  their  management  anrt 
operation  separate  from  that 

of  their  -   usually  govern- 
ment -   majority  owner. 

The  two  sides  would 

have  to  keep  separate 
accounts  under  the  new 

rules  and  government  share- 
holders should  intervene 

only  through  appropriate 

channels  such  as  shay^hf^ld- 
ers’  me^ngs 
“Government  -departments 

should  not  intervene  in  the 

normal  (iterations  and  man- 
agement of  the  listed  comp< 

anies,  '   and  shareholding 
institutions  and  their  repre^ 
entatives  are  not  allowed  to 
interfere  with  the  normal 

operations  and  management 
of  these  companies  by 

bypassing  the  shareholders’ meetings  or  the  board  of 

directors."  he  said. 
Regulations  covering 

‘related  party"  transactions 
between  the  listed  comp- 

anies and  their  government 

shareholders  would  be  tight- 
ened and  transparency 

increased,  while  a   more 
important  nde  was  foreseen 
for  outside  shareholders. 
Bankers  said  the  moves 

reflected  a   realisation  that 
many  Chinese  flotations, 
particularly  those  in  the 
f^rile  stock  market  of  Hong 

Kong,  had  failed  to  live  up  to 
expecrtations. 
“International  investors 

will  continue  to  entrust  capi- 
tal to  Chinese  enterprises 

only  if  they  are  confident 
that  management  are  at- 

tempting to  build  share- 
holder value,"  said  Peter 

Mallinson,  head  of  Asian 
equities  at  Goldman  Sadis. 
The  initial  reaction  from 

fund  managers  attendmg  the 

conference  was  muted.  “We 
are  minority  shareholders,” 
said  one. 
“They  say  one  thing  and 

do  another." 

By  James  fQrngs  ki  B^faig 

China’s  announcement  this 
week  that  it  will  alter  its 
Communist  constitution  to 
elevate  the  standing 

of  private  and  non-state businesses  was  hardly  a   bold 

foray  into  the  capitalist 
unknown. 
EvKi  aSowing  for  confus- 

ing and  inconristent  statis- 
tics, it  has  been  clear  for  at 

least  two  years  that  China’s afling,  socialist  state  sector 
has  relinquished  its  position 
as  .the  mainstay  of  the 
national  economy. 

Nevertheless,  the  ydanned 

amendments  are  important 

because  they  signal  a   realis- 
ation that  as  growth  slows 

and  unemployment  balloons, 
China  can  no  longer  aflbrd 
to  marginalise  the  most 

dynamic  area  of  Its  econ- 
omy. It  is  far  from  clear, 

however,  to  what  extent  a 

constitutional  acknowledge- 

ment of  the  private  sector’s 
lagyittance  can  he  translated 
into  bettm*  treatment  fbr  pri- 

vate enterprises,  ofScials and  analysts  said. 

The  constitution  is  to  be 
altered  at  a   session  o£  the 

National  People’s  Congress 

in  March  to  note  that  “the individual,  private  and  other 
non-state  sectors  are  an 

important  component  of  the 

socialist  market  economy”. 
The  present  constitution 
says  “the  private  sector  com- 

plements the  socialist  pubUc 

ownership  system". 
"This  could  set  the 

stage  for  the  next  roimd 
of  economic  growth.  But 
all  this  will  depend  not 

on  how  the  words  are 
written,  but  on  how  these 

changes  are  carried  ont,” said  Dong  Tao,  senior 
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Indian  privatisation  edges 

ahead  with  gas  shares  sale 
By  Krishna  Gnha  hi  Bondiay 

India’s  privatisation 
pn^ramme  inched  fbrvmrd 
yesterday  when  the  govern- 

ment approved  the  sale  of 
30m  shares  in  Gas  Authority 

of  India  <Gail)  in  the  domes- 
tic market  for  Rsl.8bD 

(S42,Sm)  -   less  than  it  had 
hoped. 
The  sale,  in  the  £ace  of 

weak  demand,  is  the  first 

fruit  of  a   flurry  of  recent  ini- 
tiatives on  privatisation, 

which  the  govenunent  hopes 
wUl  enable  it  to  exceed  its 

target  of  RsSQbn  revenue  by 
March  31. 
These  include  controver- 

sial plans  to  invite  state- 
own^  companies  in  the 

energy  sector  to  buy  govern- 
ment-owned shares  in  other 

energy  companies,  creating  a 
network  of  cross-shardiold- 
ings. 

The  Gail  deal  brings  the 

total  raised  from  privatisa- 
tion in  the  financial  year  to 

date  to  about  Rs4bnu  Tbe 

government  bad  hoped  to- 
raise  mudx  more  by  sellii^ 

UP  to  42m  shares,  but  opted 
fbr  a   smaller  allocation  to 
preserve  a   floor  price  of  Rs60 

a   share. State-owned  financial 
instfrutions  bou^  most  (tf 

the  Gail  shares,  while  for- 
eign institutions  picked  im 

about  4m  shares.  The  laumi- 

nence  public  sector  inves- 
tors raised  questicms  about 

the  transfer  of  owners!^. 

-Last  month,  P.  Chidam- 

baram, India's  former 
finance'  minister,  claimed 

the  government  was  trying 

to  push  public  sector  banks 
into  subscribing  for  privati- 

sation shares,  a   charge  the 

government  denies. Investment  bankers 
involved  in  tbe  Gail  deal 

insisted  tiiere  was  no  gov- 
ernment intervration. 

There  was  absolutely  no 

pressure  from  tbe  govem- mmit  on  any  investor  to  ̂  

in  money,  said  one  senior 

banker. 
However,  he  said  foreign 

Investor  ajgietite  was  limited 

by  uncertainty  over  govern- 
ment plans  to  sell  a   further 

chunk  of  its  stake  in  Gail  to 

aster  companies  Indian  Oil 
and  ONGC.  an  aSi  and  gas 
eqdoration  company,  as  part 

of  the  new  cross-sharahcdd- 

bog  tultiative.' 

-ib— KrFwaMwnwniawi 

economist  at  CSFB  in  H(mg Kong. 

Private  entrepreneurs 

have  long  complained  Chi- na’s “big  four”  state  banks, 

which  together  control  as 
much  as  90  per  cent  of  total hanicing  assets,  8eld(»n  lend 

to  them.  This  has  caused 
some  obvious  distortions. 

Companies  such  as  Huawei, 

a   high^ech  telecoms  equip- 
ment manufactiu^r  which 

has  seen  sales  double  almost 

every  year  for  the  last  four, 
stm  has  trouble  in  securing 

loans  from  state  banks.  The 

Mg  four  artanH  Tnana 
to  China  Telecom,  the  domi- 

nant state  telecoms  com- 

pany, to  facilitate  tbe  pur- 
chase of  Huawei’s  e<[uipment 

but  are  reluctant  to  lend 

directly  to  the  profitable 

ecpilpment  maker. Stone  Rich  Sight,  a   leading 

internet  portal  wwnpaTiy  and 

the  maker  of  China's  top Chinese-language  software, 
has  never  received  a   loan 
from  a   state  bank,  said 

Malaysia 
loans  miss 
8%  target 
Malaysia's  banking  industry 
registered  loan  growth  of 

just  0.5  per  cent  in  1998,  Mus- 
tapa  Mfthammpd.  Malaysia’s second  finance  minister,  said 

yesterday.  This  is  far  below 
the  8   per  cent  target  that 
bankers  say  was  pressed  on 

them  by  central  bank 
authorities,  Shrila  McNtdty 
writes  from  Exiala  Lumpur. 

Many  bankers  are  beUeved 
to  have  refused  to  give  In  to 
tbe  demands,  sayii^  these 

could  put  their  institutions 
at  further  risk  by  taking  on 

the  burden  of  reviving  the 

economy.  Malaysia’s  reces- sion has  hit  the  banking  sec- 
tor hard.  Mr  Mustapa  said  . 

tbe  government  would  once 
again  aim  for  8   per  cent  loan 

growth  this  year.  i 

Obuchi,  premier 
who  baffles  his 

supporters  and 

opponents  alike 
Six  months  into  the  job,  some  are  starting 

to  wonder  if  he  is  more  of  a   leader  than 

meets  the  eye,  writes  Michiyo  Nakamoto 

For  someone  who  self-dep- 
recatingly characterises 

himself  as  a   “dull  ox”, Reizo  Obuchi  can  hardly  be 
accused  (tf  indolence. 

Last  month  alone,  the  Jap- 

anese prime  ministm' opened 
the  new  year  with  a   trip,  to 

Europe  where  he  enthusias- 
tically trumpeted  the  inter- nationalisation  of  the  yen, 

finalised  a   deal  to  create  a 
coalition  government, 

reshutned  his  cabinet  and 
pledfted  to  return  Japan  to 

grovth. The  coalition  be  forged 
with  the  fonoer  opposition 

Liberal  party  has  helped  to 

increase  tbe  ruling  party’s 
chances  of  passing  impo^ 

taut  legislation  and  deaK.the 
opposition  a   devastating 
blow.  In  the  process,  Mr 

ObiKdii’S  approval  rating  has 

shot  up  from  the  low  -temis to  above  30  per  cent,  despite 
rantinuing  eCOnODUC  glOOItt. 

As  a   result,  tbe  prime  min- 
ister baa  felt  confident 

enough  to  let  it  be  knonn 
that  he  eiqiects  to  run  for  a 
second  term  as  preMdent  of 
the  liberal  Democratic  party 

(LDP)  in  Septembff. 
Given  that  at  tte  time  of 

his  victoiy  is  the. race  for 

the  premierahip  Mr  Olwi^ 
was  largely  written  off  as  an 
ineffective  leader  who  would 
be  lucky  to  last  the  full 

mm.  his  achievements,  have 

surprised,  if  not  baffled;  crit- 
ics and  suppmters  alike.  • 

Zt-is  last  six  months  into 
his  premiership,  but  some 

are  b^inning  to  wonder  if 
Mr  Obu<dii  is  not,  in  feet, 
more  of  a   leader  than  meets 
the  eye. 

“As  soon  as  the  coalition 

agreement  was  reached,  the 
view  of  Obuchi  changed  dra- 

matically,” said  Takao 
Iwami,  a   leading  political 
analyst.  People  began  to 

Obuchi  (righq:  Dedrions  SMffl  made  te- K   out  of  tfibi  ■b’ 

tion  differed  sufficiently 
from  those  of  his  ministers 

for  him  to  be  forced  to  apolo- 

gise fbr  the  ndsusderstamd- 
ing.  Politicians  and  analysts 

party  in  the  upper  honse  of 
the  Diet,  where  the  LDP 
lacks  a   majority,  Mr  Obuchi 
accepted  its  demand  last 
year  to  distribute  shoi^img 

still  testify  to  his  lack  of  voudiers.  to  try  to  stimulate 

dear  policies  on  any  issue. 
“Nmther  the  prime  minis- 

ter nor  tbe  diitf  cabinet  seo 

ttiinir  that,  “although  he  retary  IHiromu  Nonaka] 

appeared  nnnhie  to  (fo  any-  understand  economic  or 

.   thing,  in  feet  he  could”. But  Mr  Obuchi  did  not 

suddenly  become  an  effec- 

wnanriai  issoes,”  a   leading 

U)P  politidah  dose  to  him 
claims.  Tbe  situation  has 

As  soon  as  he  had  announced  his 

decision  to  form  a   coalition,  people’s 

view  of  Obuchi  changed  dramatically 

five  leader.  Judging  from  his 

recent  public  blunders,  he 
can  still  seem  as  much  of  a 
"vacuum”,  as  former  Prime 

gfflilster  Vasuhiro  Nakasnie 

is  reported  to  have-  called him,  as  he  was  ax  months 

ago. In-a  r^nt  inddeni  in  the 

Diet,  Mr  Obuchi  foiled  to 
answer  a   question  put  by 
Kmmo  Shil,  leader  of  the 
Japan  Communist  party, 

allowing  other-  LDP  politi- ri^  to  qieak  in  his  place, 

even  afto’ repeated  calls  that 
the  questifei  was  being  put 
to  the  prime  minister. 

.When  he  did  respond  to  a 

question  on  Japan's  new seeorfty  anaagemeots  witii 

the  US,  Mr  Obu^’S  explana- 

meant  that  decisions  are 

“as  if  out  of  thin  air’’, 
says  Bfinoni  M(»ita.  a   politi- 

cal analyst. 
But,  ironically,  it  may  be 

Bfir  Obuchi’s  lack  of  clear 
based  on  strong  am- 

tile  economy. 

Sbnilariy.  in  his  deal  with 
the  liberal  party,  Mr  Obuchi 

agreed  to  increase  tax  cuts 
from  an  Initially  planned 

Y7,000bn  ($60.2bn)  to 

Y9,3(Xftni  and  to  (foannel  rev- enues from  tbe  consumption 

tax  to  wdfore. 
So  for.  the  measures  Ifr 

Obuchi  adopt^  for  poli^ 

ical  purposes,  if  nothing 

dose  to  a   solution  to  Japan’s 

woes,  are  at  least'  in  line witii  his  pledge  to  revitalise 
the  Japanese  economy,  and 
have  enabled  him  to 

straigthen  his  podtion. 
But  the  economy  still  foces 

nasty  diocks  in  the  memths 
ahead,  not  least  an  impend- 

ing sharp  decline  in  the market  as  companies 

unwind  their  cross-share- 
Actions  that  is  tiie  source  of  holdings  ahead  of  the  end  of 

his  Rsilimute- 
Unlike  bis  predecessor 

Ryutaro  Hashimoto,  who 

staked  his  reputation  on 
far-reaching  reforms  to 
Japan’s  systems,  including 

the  fiscal  reform  wfaieh  ulti- 
mately undermined  his  polit- 

ical career.  Mr  Obutfol  has 

shown  himself  more  con- 
cerned with  political  man- 

oeuvring. 
To  win  the  support  eg  tbe 

opposition  New  Eomeito 

the  Bnanrifli  year.  Mr  Obiv 

eba  wQl  have  to  look  beyond 

political  convenience  for 

appropriate  solutions. The  Obuchi  faction  is 

strongly  concerned  about  its own  survival  and  is  good  at 

Hftitig  vrtiat  is  bet  for  that, 
one  western  diplomat  says. 

But,  she  adds,  whether  or 
not  the  policies  he  chooses 
for  political  reasons  are  the 
ones  Japan  needs,  is  another 

question. 

Wang  Zhidong,  the  compa- 
ny’s chief  execrutive  officer. 

“They  cannot  assess  pros- 

pects based  on  intdlectual 

property,”  said  Mr-  Wai^. Id  contrast,  loan  growth  to 

the  predominantly  loss-mak- ing state  sector  was  around 
16  per  cent  last  year,  ana- 

lysts said.  Officials  at  tbe 
People’s  Bank  of  China,  the 

central  bank,  said  that  Bei- 
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jlng  hoped  to  address  one  of 
the  more  inefficient  alloca- 

tions of  capital  In  tbe  world. 
But  it  wfll  not  be  easy.  The 

consequences  of  withdraw- 
ing the  syringe  of  state  lend- ing to  ailing  state  companies 

would  simply  be  to  hasten 

their  demise,  and  throw  mil- 
lions more  unemployed  on  to 

the  streets.  China,  rocked  in 
recent  weeks  by  several 

bomb  explosions  in  pubUc 
and  instances  of  rural 
imrest  is  increasingly  con- 

cerned with  maintaining 
social  stability. 

Nevertheless,  some  steps 

are  being  taken  to  help  pri- 
vate entetprite.  Twenty  pri- 
vate companies  were  given 

permission  last  month  to 
conduct  foreign  trade 

directly,  rather  *han  having 

to  pay  state-run  tra^g  com- 
panies to  handle  their 

imports  and  exports.  This 
permission  is  to  be  expanded 
to  more  private  companies 

this  year,  officials  said. 
The  government  is  also 

preparing  to  -support  the development  of  private  hi^- 
tech  companies,  officials 

said.  A   joint-venture  ven- ture-capital company  is 

expected  to  receive  official 

approval  soon.  High-tech companies  -   mostly  private 
-   are  to  be  given  priority  in 

listing  on  China's  stock  mar- 
kets, and  the  country’s  242 main  state  research  laborato- ries are  to  be  allowed  to 

commercialise  research  b>' 
spinning  off  private  compa- nies, officials  said. 

Another  concrete  eObet  ctf 

the  constitutional  amend- ment may  be  to  help  clarify 

the  murlbr  ownership  struc- 
ture of  "collective”  compa- 
nies. Many  such  companies 

are  in  foct  private  but  call 

themselves  “collective” 
because  the  word  has  a 
socialist-sounding  ring  to  it. 

and  because  it  implies  the 

equity  participation  of  some local  authority. 

But  with  the  banishment 
of  official  prejudice  against 

private  end^vour.  collective 

enterprises  may  feel  at  lib- 

erty to  doff  their  “red  hats” 

and  reveal  their  true  nature. 

As  the  ownership  of  collec- tives becomes  less  opaque, 
hanicg  may  feel  more  confi- 

dent in  lending  to  them. 
Mergers  and  acquisitions 
would  also  become  easier 
because  the  actual  owners  of 
collective  companies  may 

become  identifiable,  analysts 
said. 

“There  could  be  many 

opportunities  for  asset 
restructuring  in  tbe  collec- tive sector,”  said  Wang 

Shiyu,  managing  director  of 
China  M&A  management 
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Export  credit 

agencies  see 
business  soar 
By  NaiM9  DuiMe  hi  Washa^ton 

Lending  by  export  credit 
agencies  soared  by  400  per 
cent  between  198S  and  1996 
as  governments  around  the 
world  provided  loans,  guar< 
antees  and  insurance  to  help 
their  companies  compete  for 
business  abroad,  according 
to  the  draft  of  a   new  report 

compiled  by  several  non- 
government^ organisations. 

While  lending  Crom  multi- 
lateral finance  institutions, 

such  as  the  World  Bank,  has 
remained  relatively  stable, 
export  credit  agencies 
(ECAs)  increased  their  new 
commitments  from  about 
S26bn  in  1988  to  SlOSbn  el^t 

j'ears  later,  according  to  the 
report.  At  the  same  time  the 

EGAs’  share  of  developing 
country  debt  has  been 
mounting.  In  1996  they  held 
almost  one-fourth  of  the  debt 
and  56  per  cent  of  developii^ 

countrj'  official  debt. 
The  report  will  be  released 

next  month  in  Washington 

at  a   meeting  of  45  NGO  rep- 
resentatives from  around  the 

world.  Having  succeeded  in 

getting  environmental  stan- 
dards adopted  at  most  devel- 

opment banks,  environmen- 
talists and  human  rights 

groups  are  now  turning  their 
attention  to  the  ECAs,  which 
they  say  are  funding  projects 
the  development  banks  have 
rejected. 
The  NGOs  contend  that 

many  environmentally  haz- 
ardous projects  in  mining, 

forestry  and  energy  would 
not  go  forward  without  the 
backii^  provided  by  export 
credit  agencies.  Many,  they 
say,  are  funding  precarious 
projects  which  add  to  the 

oversupply  of  the  world’s commodities.  Bruce  Rich  of 
the  Environment  Defence 

Fund  said  ECAs  were  back- 

ing many  “bottom  of  the  bar- 

rel” i^ects,  which  ought  to be  rejected. 
The  report  takes  aim  at 

several  EGA  prcuects.  such 
as  the  proposed  Aginskoe 
^Id  nune  in  the  Russian  for 
east,  which  could  endanger 
the  brown  bear,  mountain 

goats  and  other  wildlife. 
Russia,  hungry  for  hard 

currency,  has  been  a   ta^Eet 
for  exploitation  and  environ- 

mental d^radation  by  for- 
eign natural  resource  compa- 
nies ba^ed  by  their  EGAs; 

The  ITS  Overseas  Private 
Investment  Corpotation  pro- 

vided cover  for  two  logging 
joint  ventures,  which 
involved  the  elindnation  of 

irreplaceable  forests,  accord- 
ing to  the  report 

In  1992.  the  US  Ei^Knl-Im- 
port  Bank  was  required  by 
Congress  to  adopt  strong 
environmental  standards 

and  has  since  tried  to  con- 
vince its  fellow  ECAs  to  fel- 

low suit.  However,  it  has 
come  under  pressure  from 
senators  and  congressman 
on  Capitol  Hill  to  ease  its 
standards  so  that  US  compa- 

nies are  not  left  out  in  bid- 
ding for  contracts. 

However.  Eximbank  ofii- 
cials  say  they  have  just 
begun  to  make  progress  in 
their  drive  for  harmonised 
EGA  environmental  stan- 

dards. They  attribute  the 
progress  to  the  change  of 
governments  in  Germany 
and  the  appointment  of  the 
Joschka  Fischer  of  the  Green 

party  as  foreign  minister. 
Eximbank  was  asked  by 

Bun^>een  agencies  to  join  an 
export  credit  group  to  tack 
funding  for  the  $1.62bn  Ilisu 

Dam,  a   controversial  hydro- 
electric project  currently 

planned  in  Turkey  on  the 
Tigris  River.  For  the  first 
time,  the  finance  agencies 
are  negotiating  over  com- 

mon conditions  to  be  set  for 

their  harking 
The  dam  raises  many  con- 

cerns. It  would  require  the 
resettlement  of  at  least 
ISXXX)  Kiirds,  who  strongly 
oppose  the  project,  and  the 
flooding  of  Hasankeyf,  an 
ancient  archaeological  site 
cherished  by  the  Kurds.  It 

would  give  Turkey  the  abil- 
ity to  block  the  Oow  of  water 

to  Iraq  for  several  months 

during  the  year.  Rrimhank 
officials  say  Its  board  has 
approved  conditions  to  be 
attached  to  US  participation.  i 

Heathrow 

airport  is 

Europe’s busiest 
By  Mitaael  SIcairinIcer, 
Aeraspace  Conespondmt 

London's  Heathrow  airport 

remained  Europe’s  busiest 
last  year,  but  its  largest 
rivals  grew  more  quickly, 

accordii^  to  Ainxvts  Coun- cil lutemationaL 
Heathrow  handled  60.6m 

passengers  in  1998,  an 

increase  of  4.4  per  cent.  How- 
ever, the  airpcM  is  severely 

con^sted  and  airUnag  such 
as  British  Aiiwairs  have  had 
to  transfer  services  to  Lon- 

don's Gatwick. 

A   public  Inquiry  into  an 
application  by  BAA,  Heath- 

row's owner,  to  build  a   fifth 
terminal  at  the  airport  is 

drawing  to  a   close  after 
almost  feur  years.  A   decision 

on  the  terminal  is  not  expec- 
ted for  another  two  years. 

BAA  has  said  it  will  con- 
tinue to  lose  traffic  to  conti- 

nental rivals  if  the  tennina] 
is  not  bunt. 

Frankfurt,  the  secood  busi- 
est European  airport,  saw 

passenger  numbers  rise  6.2 

per  cent  to  42.1m.  Paris’s Charles  de  Gaulle  airport 
was  in  third  place,  with 
38.6m  passengers,  an 
increase  of  9.S  per  cent. 
fktTiipbni  in  Amsterdam  had 

34.4m  passengers,  a   rise  of  9 
per  cent.  Gatwick  was  in 

fifth  place  with  29.1m  pas- 
sengers, up  per  cent  on 

1997. They  were  followed  by 

Rome,  with  25.3m  passen- 
gers. Madrid  with  2S,2in  and 

Paris  Orly  with  24.9m. 

The  counciL  whicdi  repre- 
sents airports  worldwide, 

said  the  33  biggest  Bmt^ean 

airports  saw  passenger  num- 
bers grow  6.4  per  cent  to 

555m. 
Take-offs  and  landings 

rose  by  5,4  per  cent,  indicat- 
ing a   slight  inoiease  in  the 

number  of  passengers  in 

each  aircraft.  Freight  vol- 
umes grew  1   per  cent 

Frankfiirt  remained  the 
biggest  handler  of  freight, 
althou^  Heathrow  was 
close  behind.  Frankfiirt  han- 

dled U3m  tonnes  of  freight,  a 
Call  of  25  cent  on  19ST, 

compared  with  i   ̂    tonnes 
at  Heathrow. 

WORLD  TRADE 

Plastics  set  to  dominate  packaging 
By  Peter  IMi  to  London The  worid  packaging  mailietlvt'c^ 

Plastic  will  become  the 
world’s  most  popular  pack- 
ggiwg  material  in  the  next 

two  years  when  it  wfll  ovei^ take  cardboard  and  paper, 

according  to  a   study*  of  the 
world's  SSOObn  a   year  pacds- 
aging  indnstiy. 

Market  Tracking  Interna- 
tional (ld!n),  a   consultancy, 

^edicts  that  the  eclipse  of 
the  more  traditional  mate- 

rial win  be'  driven  partly  by 
aupenuarkets’  desire  for 
more  flexible  packaging  that 
takes  up  less  space  on  their 
shelves. 
Environmental  pressures 

win  also  drive  the  industiy. 
with  the  biggest  players 

struggling  to  find  ways  to 
reduce  the  wastage  of  mate- 

rials and  the  creation  of 
mountains  of  rubbish  by 
new  strategies  in  recycling. 
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Packaging  products  are 
used  for  a   broad  range  of 

consumer  and  business  prod- 
ucts. The  sector  is  also 

highly  dependent  on  ov^;an 

economic  growth.  *1110  recent financial  turmoQ  in  regions 

such  as  south-east  Asia  and 
Russia  is  likely  to  damp 

dSPMQd  for  packaging  0V6T 
the  next  two  to  three  yearsj. 

According  to  MTTs  esti- 

mates. world  sales  of  pri- 

mary packaging  materials  - such  as  raw  board,  plastics anrf  matal  cans  -   Will  reach 

$434bn  in  2001,  from  $3Sbn 

in  1997. 
World  sales  of  finished 

packaging  materials  - including  the  value  of  eidra 
operations  applied  to  the 
raw  packaging  such  8S  print- 

ing -   2ua  estimated  at 

roughly  twice  the  figure  for 
the  packaging  materials thonselves.  1113.1  makes  the 
whole  industry  worth  some 

$800bn  a   year  in  1997. '   MTI  believes  that  in  value 

paper  and  board  accounted 
for  36  per  cent  of  sales  of 
primary  packaging  materials in  1997.  Equivalent  figures 
for  plastic,  metal  and  ̂ ass 
were  34  per  cent.  20  per  cent 
and  10  per  cent 

Yty  2001,  these  figures  will 
changp.  with  plastlcs  gaining 

tile  upper  hand  with  38  per 

cent  of  the  market,  particu- 
larly as  plastics  bottles become  more  favoured  by 

consumers  for  drinks  such 
as  beverages  and  beer. 

In  2001  paper  and  board 
win  go  down  to  36  per  cent 
of  the  market;  metal  wiU 
account  for  19  per  cent;  and 

glass  7   per  cent,  according  to 
the  consultancies  estimates. 

Demand  for  - packaging  in 

easton  Europe  and  the  A^- 
Pacific  region  (excluding 

Japan)  will  rise  hy  more 
than  30  per  cent  between 
1997  and  200l»  says  the  con- sultancy. 
With  much  slower  growth 

likely  in  developed  coun- 
tries, the  share  of  the 

world's  packaging  consump- 
tion in  these  regions  will 

drcq>  from-71  per  cent  in  1997 to  66  per  emit  in  2001,  says 
the  r^>ort  Leading  pa^ag- 

ing  suK>ltas  include  Crown 
Cork  &   Seal  and  Owens  Min- 
ois  of  the US.  ,   the  Getman- Svriss  VIAG/Alasuisse,  Ibfra 

Laval  Sweden  and  JeSie^ 

son  SmnrOt  of  Ireland. *   World  Packaging  Compa- 
nies 2999:  £79SlSI.8S0lJUll  7 

Archioag  Business  Cen^ 
Wedmore  Street,  London  Nl9 

4RU,  UK  toetafre:  unoiaiRar- 

keifile.co.uk 

us  WASHING  'MEET  MAY  DEADLINE  OR  FACE  ANOTHER  DISPUTE' 

Start  beef  hormone 

talks,  Brussels  told 
By  James  Blib  ki  Rome 

Charlene  Barshefeky,  US 

trade  representative,  yester- 
day urged  the  European 

CommissiQn  to  begin  negoti- 
ations immediately  with 

Washington  on  their  dispute 
over  hormones  in  beef,  or 
risk  sanctions  similar  to 
those  threatened  over 

bananas. 
In  one  of  the  strongest 

signs  yet  that  the  US  is  pre- 
pared to  get  tou^  in  its 

attempt  to  have  the  Euro- 
pean Union’s  lO-yearold  ban on  hormone-treated  beef 

lifted.  Ms  Barshefeky  called 
on  the  Commission  to  begin 
fjiTiw  ahBad  of  a   May  dead- 

line by  the  World  Trade 
Organisatiott  (WTO)  for  the 
ban  to  be  lifted. 
'“We  want  to  work  with 

Europe  to  reach  an  agree- 
able solution,”  Ms  Barshef- 

sky  told  Confindustria.  the 

Italian  employers’  federa- 
tion, in  Rome.  "Uot  if  some- 

thing doesn't  fhangp  iihpari of  the  May  13  deadline,  we 
will  have  a   siwiUar  situation 
with  beef  hormones  that  we 

have  with  bananas." Her  comments,  on  a   brisk 
visit  to  Germany  and  Italy, 

coincided  with  a   renewi^ 

warning  that  the  US  was 
prepared  to  impose  sanctions 
on  imports  of  European 
clothes  and  foodstuffs,  pend- 

ing the  outcome  of  arbitra- tion in  the  bananas  dispute 

next  month. “I  don’t  want  to  do  that, 

but  I   wflL  tacause  there  is 
no  other  means  ot  asserting 

our  rights  in  the  face  the 

European  Commission,*’  Ms 
Barstafeky  said.'  She  noted that  the  arbitration  process 

recently  agreed  with  'the WTO  would  simply  establish 

the  level  of  damages  sus- 
tained by  the  US  side. 

The  US  claims  the  beef 
ban  costs  its  cattle  fermets 

$250m  a   year  in  lost  eaports. 
In  the  hanana  itispiitft  the 
US  is  seeking  to  impose 

$500m  in  sanctions  on  Euro- 
pean exporters. 

Ms  Barshefisky’s  visit  to 
Rome  was  aimed  at  explain- 

ing the  US  portion  on  the 
bananas  dispute  to  Italian 
industrialists,  who  could  be 

badly  hit  if  sanctions  against 
European  consumer  goods 

go  ahead. 
She  refuted  suggestions 

that  the  US  was  acting  “uni- 
laterally" in  its  threat  to 

impose  sanctions,  inaigting  it 
had  already  taken  some  4i 
eases  to  the  WTO  under  its 

disputes  settlement  sdieme. 

The  US  was  the  “lai^est user”  of  the  scheme,  she 

added,  only  to  find  that  the 
Commission  refused  to  abide 

by  the  WTO's  decisions, 
complaining  it  would  not 
negotiate  “with  a   gun  to  hs 

head”. 

.   Her  visit  also  seems  aimed 
at  trying  to  put  distance 
between  file  tougli  position 

taken  by  the  European  Com- mission and  the  fears  of 

national  governments  that 

exports  could  be  hit. 
“My  general  sense  is  that  a 

number  of  the  officials  I 

have  met  wish  to  see  a   nego- 
tiated solution  to  the  dispute 

and  intend  to  convey  that 

view  to.  Commission  offi- 

cials,” she 
EcBtorial  commeot,  Page  11 . 

Malaysia  keeps 

up  export  levels By  SheUa  Memmy in  Koala  Unpw 

Malaysian  manufacturers 
sustained  thieir  high  level  of 
exports  lart  year  despite  the 
economic  problems  in  both 
the  domestic  market  and  Qie 

region. 

Rafidah  Aziz,  miwigtw  of trade  and  industry,  yeste^ 

day  reported  a   cumulative 
trade  surplus  of  M$5l.45bn 

(US6l3.5bn)  for  the  first  il 
monUis  of  1988,  a   sharp  turn- 

around from  the  previous 
year’s  deficit  of  Mf45.1m. 
The  export-led  change  in 

the  trade  balance  was  also 

helped  by  a   sharp  contrac- tion in  imports  due  to  the 
east-Asian  financial  crisis. 
Gross  merchandise  exports 

were  M$26l.02bn, '   against 
imports  of  MS209Jfibn. 
In  1997, .   .   merchandise 

exports  were  M$220.89bn 
against  imports  of 

M$220.94bn. Exports  of  manufactured 
goods,  which  accounted  for 
about  81  per  cent  of  total 
merdiaudise  exports,  rose  to 

M|2l0.73bn  for  the  first  11 
months  of  1998.  from 

M$l74.73bn  for  all  of  1997. 
Electrical  and  electronic 

products  amounted  to  56.4 

per  cent  of  total  merdian- 
dise  exports,  or  MSl47.29bn. Other  wiairt  manufectured 

exports  were  textiles,  cloth- 
ing and  footwear,  dremlcals, 

transport  equipment  and 

wood  products. 
Malaysia,  like  its  neigh- 

bours, has  looked  to  exports 
to  help  Ihe  ecemomy  throu^ 

the  crisis.  Foreign  direct 
investors  have  mostly  stayed 

in  Malaysia  throug^iout  thk 
recession  and  interest  in  the 

manufacturing  sector  - 
which  provided  the  main 
impetus  to  the  growth  of  the 

economy  -   continued.  Ms Rafidah  said  729  applications 
were  received  in  1998  to 

establish  new  manufacturing 

pr^ects,  with  proposed  capi- 

tal investments  amnonHug 
to  M|l8.96bn. A   total  of  33.3  per  emit  of 
those  were  from  domestic 

sources  while  68.7  per  cmit- 
were  forei^  The  crisis  did 
take  its  toll,  however,  Ms 
Rafidah  said,  noting  that 

there  were  fewer  applica- 
tions in  1998  compared  with 

1997  -   a   14.1  per  cent  fell  in 
the  number  of  applicatfons 
and  a   445  per  cent  drop  in 

terms  of  capital  investments. 

INTERNATIONAL 

BOWING  TO  BAGHDAD  EVICTION  DEMANDED  A   MONTH  AGO  AFER  AIR  STRIKES 

UN  pulls  British  and  US  staff  from  Iraq 

Aiman:  approved  action 

By  RDchael  UtU^ohns 
at  the  United  Nations 

The  United  Nations 

yesterday  decided  to  with- 
draw the  remaining 

Americans  on  its  staff  in 

Iraq,  bowing  to  an  eviction 
order  issued  a   month  ago  in 
which  Baghdad  declared 
that  it  could  not  guarantee 
the  safety  of  US  and  UK  citi- 

zens following  air  strikes 
conducted  by  the  two  coun- 
tries. 

Althou^  the  UN  initially 
rejected  this  demand  on  the 
grounds  that  their  could  be 
no  legal  discrimination 

against  particular  nationals 
among  its  personnel,  Fred 

Eckhard,  the  oCfidal  spokes- 
man, said  no  written 

response  was  received  and 

sub^uently  both  in  Bagh- 
dad and  New  York  there  are 

“numerous  verbal  requests 
for  US  and  UK  citizens  to 

leave". 

When  it  became  dear  that 
the  decision  was  not  gdng  to 
be  reversed,  Benon  Sevan, 
head  ot  UN  humanitarian 
operations,  recommended 

“as  a   matter  of  principle” 
that  no  Americans  or  Brit- 

ons should  remain,  even 
thou^  Iraq  was  wflling  to 

make  an  exception  far  three 

US  employees,  who  'were  not identified. 

Kofi  Annan,  the  Secretary- 

general,  approved  yester- 
day’s action  which  some  offi- 
cials saw  as  yet  another 

political  victory  for  fraq  in 
its  unresolved  conflict  with 
the  UN. 

This  had  already  resulted 
in  the  suspension  of  the 

weapons  inspection  pro- 
gramme since  eariy  Decon- 

ber  and  continuing  specula- 
tion whether  it  would  ever 

resume. 
While  Mr  Sevan  tried  to 

work  out  an  agreement  with 

the  Iraqis,  he  instructed 
American  and  British  staff, 
most  of  them  biimaiiitarian 
aid  workers,  not  to  return  to 

their  posts  from  routine 
leave. 
As  a   result  no  Britons 

rmnain  in  the  country  and 

only  two  Americans  were 
left,  Mr  Edshaid  said.  These 
were  the  deputy  h^  of  a 
humanitarian  agency  and 
the  secretary  to  Prakash 
Shah,  the  secretary 

general’s  special  represente- 

tive  and  former  UN  amhasga. dor  from  India.  Before  the 
order  was  Issued,  there  were 
at  least  14  US  and  UK  staff 

in  the  country,  officials 

said. 
The  withdrawal  decision 

coincided  with  a   UN  appeal 

for  $21m  to  help  more  than Im  Iraqis  suffering  from  food 
shortages  and  poor  water, 

including  an  estimated 
200,000  acutely  malnourished 
children. 

“These  children  have  not 

had  proper  drinking  water  w 
sanitation  since  they  were 

bom,"  said  Jean-Jacques 
Gnusse,.a  senior  official  of 
the  World  Food  progtamme, 

which  complements  the  UN 
oil  for  food  op»ation  in  the 

country.' us  scheme  to  overthrow 

Saddam  runs  into  the  sands 
Roula  Khalaf  on 

how  a   fragmented 

opposition  and  rising 

scepticism  have  hurt 

Washington’s  plans 

Martin  Indyk,  US  assis- 
tant secret^  of  state, 

>’esterday  wrapped  up 
a   tour  of  the  Gulf  amid  ris- 

ing scepticism  owr  US  plans 

to  work  for  a   change  of  gov- 
enunent  in  Ba^idad. 

US  officials  now  empha- 
rise  in  public  statements  the 

new  US  strateg>'  of  working 
with  the  Iraqi  opposition  to 

plan  for  an  Iraq  free  of  Sad- 
dam Hussein  -   a   policy  that 

is  becoming  known  as  “con- 
tainment-plus”. 

The  US  administration  last 

month  designated  seven 
Iraqi  opposition  groups  as 

eligible  to  receh'e  some  of 
the  SS7m  in  military  assis- 

tance authorised  un^r  last 

year’s  Iraq  Liberation  Act  It 
also  appointed  Frank  Ric- 
clardone,  Iraqi  expert  and 
deputy  chief  of  mission  in 
Ankara,  as  co-ordinator  for 
transition  in  Iraq,  with  a 
mandate  to  bring  together 

\’arious  opposition  groups. 
However,  resistance  to  this 

poUc}'  is  coming  from  some 
Arab  states,  some  of  the 
oppoation  itself  and  perhaps 
most  important,  some  cor- 

ners in  Washington.  As  Mr 
Indyk  was  told  in  several 

Gulf  states  -   he  visited  Bah- 
rain. Kuwait,  Oman,  Qatar 

and  the  United  Arab  Emir- 
ates -   that,  while  most  Arab 

governments  would  like  to 

see  the  end  of  Hr  Saddam’s 
rule,  they  are  loath  to  tack 
foreign  intervention  in  an 
Arab  country.  Many  are  wor- 

ried a   change  in  regime 
brought  about  by  anything 
other  than  a   palace  coup 
could  break  the  country  up 
or  lead  to  civil  strife. 

Moreover,  even  before  the 
US  tells  the  opposition  what 

the  plan  for  transition  might 
be.  the  problems  of  bringing 
even  seven  of  the  more  than 
70  disparate  groups  together 
are  coming  to  the  surface. 
Two  designated  groups 
which  are  key  to  any  chan^ 
in  Iraq  have  publidy  stated 
they  wanted  nothing  to  do 
with  US  assistance. 

The  first  the  Iran-based 
Supreme  Council  for  Islamic 
Revolution  in  Iraq  -   is 
deemed  by  the  US  to  be  the 
most  important  Shia  group 
in  the  southern  of  the 

country.  Opposition  mem- 
bers say  SCIM  may  secretly 

join  in  discussions  with  Mr 
Ricclardone,  but  cannot  be 
seen  to  be  active  in  any  US 
sponsored  design. 
The  second  and  more 

important  group  is  the  Kur- 
distan Democratic  party 

(KDP).  which  controls  most 
of  northern  Iraq.  The  KDP 

asked  for  Mr  Saddam’s  help 
in  1996  to  fi^t  Its  rivaL  the 
Patriotic  Union  of  Kurdistan 
(PUK).  Since  then,  it  has  bad 

dose  political  and  commer- 
cial ties  with  Baghdad. 

Opposition  members  say  the 
KDP  is  unlikely  to  saoifice 
these  relations  for  the  sake 
of  an  uncertain  US  plan. 

But  even  the  PUK  is  said 

to  be  worried  about  publicis- 
ing its  backing  for  US 

efforts.  Like  the  KDP.  it 
fears  that  appearing  to  take 
part  in  any  US  plan  against 
Mr  Saddam  could  lead  him 
to  retaliate  by  moving  his 
troops  to  the  north.  The 
Kurds  in  northern  Iraq,  like 
the  Shias  In  the  sout^  have 
vivid  memories  of  their  1981 

uprisings,  which  were  bru- 
put  down  by  Baghdad 

without  prompting  any  for- 
eign intervention. 

Tliere  is  good  reason  for 

the  opposition  to  be  cau- 
tious. While  Congress  may 

see  the  Iraq  Liberation  Act 
as  the  beginning  of  a   new 

policy,  some  US  officials  are 
opeiJy  saying  that  worio^ 
with  the  opposition  for  a 
change  of  government  in 
Iraq  is  doomed  to  feilure. 

Anthony  Zinni,  com- 
mander in  dntef  of  US  cen- 

tral command,  responsible 
for  operations  in  southern 
Iraq,  warned  a   $^te  hear- 

ing only  last  week  that  the 

opposition  -   he  counted  91 
groups  -   was  very  frag- 

mented. “They  have  very 
little,  if  any,  viability  to 
exact  a   change  of  regime  in 
and  of  themselves.  Their 
ability  to  ctHuperate  is  ques- 
tionaUe.  Even  it  we  tad  Sad- 

dam gone,  we  could  end  up 
with  15,  20,  90  groups  com- 

peting for  power,"  he  said. Furthermore,  western  .d^ 

lomats  say  the  US  has  no 
hitmition  of  disbursing  any 

aid  to  the  CQpositiQn  in  the 
near  future,  even  thou^ 
this  has  been  auQiorised  by 

Congress.  “The  US  will  work 
intensively  with  the  opposi- 

tion but  we  are  Car  frtim  see- 

ing any  group  which  can 
potentially  use  military 

equipment  for  a   good  put' 
pose,”  says  a   diplomat 

The  mixed  signals  unming out  of  the  US  are .   a   great 
disappointment  to  groups 
such  as  the  Iraqi  National 
Congress,  which  lobbied 
hard  to  see  the  Iraq  libera- 

tion Act  passed.  Ahmad 
Chalabl,  head  of  the  INC, 
wants  the  act  to  be  used  to 

implement  his  plan  to  train two  brigades,  of  up  to  8,000 

soldiers  and  move  them  to  a 
southern  enclave  in  Iraq, 
which  the  US  would  declare 
a   no-drive  zone.  ITien,  at  an. 

appropriate  time,  says  Mr 
Chalabi,  the  forces  in  the 
south  and  the  Kurds  In  the 
north  would  move  on  Bagh- 
dad. 

On  Tuesday,  the  INC 

lashed  out  at  Gen  Wnnf,  gay. 
ing  his  public  statement  and 
private  comments  from 

other  ns  oCBtiialS  inriinntft the  US  government  contin- 
ued to  focus  on  covert 

attempts  to  organise  a   mlli- 

tezy  coup  against  Sarirfaw radier  than  working  'with 
the  opposition  for  demo- cratic change. 

*We  could  end  up  with  15,  20,  90 

groups  competing  for  power* 

NEWS  DIGEST 

Sim\  ENVOY  TRIES  TO  GUNGHJDEAL   

Libya  holding  talks  over 
Lockerbie  suspects 
Negotiations  over  two  Libyans  ̂ u^racted  of  carrying  out 
the  Lockerbie  bombing  have  been  taking  place  in  Tripoli, 

British  difriomats  said  yesterday.  Saudi  envoy  Prince 

Bandar  bin-Sultan  has  travelled  to  the  Libyan  capital  to  try 
to  clinch  a   deal  for  the  handover  of  the  two  men  accused 

of  blowing  up  Pan  Am  flight  103  over  the  Scottish  town  10 
years  ago,  killing  270  people. 

‘We  didn't  ask  Bandar  to  go  but  we  are  aware  he  is 

there,*  a   British  official  said.  “Anything  that  convinees  foe 
Lfoyans  that  the  LfS- British  Initiative  is  the  ort^  way  ahead, 
so  much  foe  better.  But  he  is  not  Eobbylng  on  our  behaif 

as  such.* 

Senior  British  sources  have  been  quoted  as  saying  that 

'   Muanimer  Gadaffl,  the  Libyan  leader.  Is  now  convinced 
United  Nations  sanctions  on  his  country  would,  in  effect, 

be  removed  orK:e  the  two  suspects  -   Abdel  Basset  All 

Mohammed  al-^egrahi  and  Lamen  Khaltfe  Fhimah  -   are 
surrendered.  US  offlclais  have  made  it  dear  foe  talks  are 

the  last  chance  before  the  sanctions  screw  is  tightened 
further.  Reuters,  London 

ISRAEU  FINANCES 

Government  debt  soars 
Israel's  government  debt  soared  last  year  to  111  percent 
of  gross  domestic  product,  rrtainly  because  of  depreciation 
of  the  shekel  against  the  dollar,  the  Bank  of  Israel  said 
yesterday.  It  warned  the  debt  could  increase  again  this 

year  if  the  government  foiled  to  trim  the  1999  budget  defi- 
cit to  2   per  cent  of  GDP. 

Total  debt  inoreased  5   per  cent  in  real  terms,  rising  from 

Shk361bn  ($88bn)  in  1997  to  Shk411bn  (SlOObn)  last  year 
when  the  shekel  feU  17.6  per  cent  against  the  dollar  fol- 

lowing the  economic  crisis  in  Russia  »d  south-east  Asia. 
Bank  of  Israel  offidals  and  analysts  said  whichever  gov- 

ernment was  elected  after  May,  it  would  be  saddled  with  a 
debt  that  could  be  reduced  on^  if  it  introduced  structural 

reforms  and  continued  with  privatisation.  Privatisation 
receipts  and  profits  from  the  Bank  of  Israel  have  in  foe 

past  been  used  to  reduce  the  budget  deficit  instead  of  to 

pay  off  debt  Judy  Dempsey,  Jenj^lem 

ISRAEU  JAIL  TERMS 

Sentences  cut  for  killers 
Israel  yesterday  commuted  the  sentermes  of  several  Jews 

serving  long  sentences  for  kflilng  Arabs  fri  a   dectston  critic- 
ised 1^  both  of^M^tion  parliamentarians  and  Palestintais. 

On  the  recornmeridation  of  Tsahi  Hanegbi,  justice  minis- 
ter, Prssfdeit  Ezer  Weizman  commuted  to  40  years  a   life 

sentence  served  by  Ami  Poppa*  who  killed  seven  Palestin- ians in  1990,  vritile  Yoram  Shblnick,  who  In  1993  shot  a 
Palestinian  already  detained  and  bourtd,  had  his  15-year 
sentence  reduced  by  four  years.  Another  sentence  was reduced  from  17  years  to  5V&  years. 

Mr  Weizman  said  the  sho^  sentences  were  part  of  the 

Middle  East  peace  process  and  were  ju^ed  since  Israel 
had  In  ths  past  freed  Palestinians.  But  YossI  Sarid,  head  of 

Meretz,  Israel's  opposition  party,  said  ’forhat  foe  govern- 
ment and  the  justi’ce  minister  did  here  was  set  me  princi- ple for  Jewish  rrmrderers  and  another  for  Arab  miaderers. 

This  is  unacceptable.”  Judy  Dmps^,  Jarusaiem 
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BRITAIN 

collaboration  companies  are  prksedto  offer  acceptable  proposals  for  horizon  PR0JECT_ 

Ship  ultimatum  sent  to  France  and  Italy ByAiexsiNferNIcoH, 
Defence  CoiTespondent 

Britain  will  build  a   new 
frigate  alone  if  a   European consortium  does  not  produce 
acceptable  proposals  on  the 
£&)n  ($13bn)  Horizon  project 
in  the  next  few  weeks.  Sir 
Robert  Wahnsley,  chief  of 
defence  procurement,  indi- 

cated yesterday. 
A   decision  to  go  alone 

would  be  a   big  setback  to 
European  defence  collabora- 

tion. But  Sir  Robert,  a   gov- 
ernment ofOcial,  made  clear 

the  UR  would  still  order  the 

PAAMS  principal  anti-air 
missile  system,  developed  by 
France,  Britain  gnti  Italy  in 
tandem  with  the  Horizon 
programme. 

Britain  is  ready  to  order 

the  weapons  system.  “We think  we  have  got  a   very 

real  prospect  cf  a   good  com- 
merdal  arrangement  with  a 

competent  contractor.”  Sir Robert  said  in  an  Interview 
with  the  Financial  Times. 

”We  are  not  going  to  eoniTnit 
to  that  until  we’re  quite  con- fident that  we  can  provide  a 

ship  to  go  underneath  it.” Ilie  British,  French  and 
Italian  defence  ministries 
have  the  consortium 

to  propose  by  the  ̂    of  f^b- 
ruary  a   new  management 
structure  that  Giearly  d^mes 

the  responsibilities  of  each 
conmany  in  the  construction of  the  Hotison. 

The  consortium  includes 
the  Marconi  Marine  division 
of  General  Electric  Company 

Of  the  UK:  state-owned  DCN 
of  Ftance;  and  Orrizonte,  a 
joint  venture  between  two 
state-amtroHed  Italian  com- 

panies, Fincantieri  and  Fin- meccanica. 

Britain  urgently  needs  to order  12  ships  to  replace  ̂  

ing  Type  42  destroyers. 
Fimee  wants  four  frigates 

and  Italy  as  many  as  six. 

Sir  Robert  said:.  "We  want 
,   to  6han>en  the  prime-con- 

tracting management  compe- 
tence of  the  consortium.”  Ete 

described  present,  industriaa 
arrax^ements  as  “eactremely 
complex”.  Each  company  in 

the  group  had  a   strong  inter- 
est In  competitions  the  con- sortium itself  was  running 

for  the  supply  of  equipment. 
Joint  ventures  were  a   good 

way  to  get  a   programme 
started,  "because  everyone 

gets  a   share”.  Sir  Robert said.  "But  when  it  comes  to 

making  difficult  decisions and  executing  programmes, 

tb^  are  a   recipe  for  deci- 

sions taking  a   long  time.” He  warned  that  tbe  Royal 

Navy  "is  not  going  to  wait 
for  ever,  Tm  not  going  to  be 

in  charge  of  a   shipbuilding 

programme  which  goes 
through  a   series  (tf  further 

indefinite  delays”. 

Sir  Robert  said  the  UK 
Ministry  of  Defence  would 

evaluate  the  companies'  pro- 
posals and  then  decide  how 

to  imxceed.  "If  I   didn’t  thinlr 
that  an  international  pro 

gramme  was  the  best  route 
then  of  course  we  would 

have  to  consider  the  alterna- 
tives,” he  added. 

But  the  UK  still  wanted  to 

persevere  with  the  coDabora- 
tive  route.  "We  have  signed 
up  to  the  memorandum  of 
understanding  [with  France 

and  Italy]  and  we  are  prose- 

cuting it  as  hard  as  we  can.” 

Nationalists  plan  bright  future 
for  their  new-born  Scotland 
Edinburgh  prepares  to  open  the  country's 
assembly  while  the  SNP  prepares  for 
statehood.  Deborah  Hargreaves  reports 

Brass  plaques  are  being 
screwed  on  doors  In 
Edinburg  as  diplomats 

from  around  the  world 

gather  to  watch  the  Scots 
rejoin  the  world  stage.  The 
city  was  host  to  17  consul- 

ates two  years  ago;  now 
there  are  39. 

This  audience  -   which 
includes  more  than  50  politi- 

cal correspondents  from 
around  tbe  world  who  have 
been  attracted  to  the  cajntal 

-   is  gathering  to  witness  the 
birth  of  a   new  Scotland.  It  is 

to  have  its  first  parliament 
since  1707,  for  which  elec- 

tions will  be  held  on  May  6. 
The  inauguration  of  tbe 

assembly  on  July  1,  by 

Queen  Elizabeth,  c^d  also 
be  the  first  step  towards  an 
independent  Scotland  -   if 
the  Scottish  National  party 

has  its  way.  The  SNP.  neck 
and  neck  with  the  governing 

Labour  party  in  Scottish 
opinion  polls,  has  pledged  to 
hold  a   referendum  on  inde- 

pendence during  tbe  first 
four^year  term  ot  the  parlia- 

ment. Labour.,  and  all  the 
other  parties,  want  Scotland 
to  stay  in  the  UK 

The  paiiiament  wiU  have 
responsibility  fbr  health  and 
educatkm  with  a   budget  of 

ElSbn  (S24.6bn).  The  SNP 
wants  to  make  strides 
towards  independence  by 
wresting  more  powers  for 
the  parliament  and  setting 

up  a   for^gn  policy  depart- 
ment for  Scodand  separate 

from  the  UK  government's Foreign  Office. 

"Devolution  [regional  gov- 
ernment J   is  not  a   one-off 

event;  it  is  a   dynamic  pro- 
cess.” says  George  Reid,  the 

party’s  external  affairs 
spokesman.  ‘"Ihe  SNP  will 
build  a   majority  where  we 
can,  and  although  the 
speaker  of  the  parliament 
can  rule  that  certain  areas 

[of  legislation]  are  ultra 
vires,  it  is  a   political  reali^ 
that  if  there  is  a   majority  in 

parliament,  what  it  seeks 

will  be  granted.” Mr  Reid  wants  to  establish 
a   Scottish  ministry  to  liaise 

Tbe  ScotBsh  economy 
CkoM  ennial  ouiprt  180 
Tourism  2.2 

Asrictdtani  1.7 
ChamlcaiB 

DP  equlpinent^  4A 
Electronics*'  3J 
Mefthaniciil  engtaoering  2JB 

Oflandgas  4.0 
Food  3.5 

Whtsky  2.3 

'ixIUdes  office  mactifriay 
•**  and  sissocMad  eng/neering 

Sourcs;  Scottaii  Biterprisa. 

with  tile  EU.  UK  and  Com- 
monwealth. He  also  seeks  an 

office  in  Bn^els  and  a   net- 
work of  bases  overseas  to 

boost  Scottish  trade,  tourism 
and  mwatd  investment.  The 

department  would  become  a 
foil-blown  fositien  ministry  if 
Scotland  won  indep^ence. 
The  SNP  says  there  has 

been  an  undercurrent  in 

favour  of  Scottish  indepen- 
dence for  the  past.SOO  years. 

Polls  show  35  per  cent  of  the 
electorate  wants  it.  with  the 
greatest  support  oomn^  in 
the  18-35  age  group.  At  the 
same  time,  65  per  cent  of  all 

age  groups  bdieve  indepen- dence is  inevitable. 

"Independence  is  not  an 

end  in  itself.”  Mr  Reid  says, 
‘hut  a   Tneans  towards  bund- 

ing .   a   more  prosperous, 

sociany-just  sodeQr.” The  SNP  plans  to  issue 

two  manifostos  for  the  elec- 
tiems  -   one  for  its  plans  for 

the  parliament,  the  other  for 
its  pn^ramme  for  indepen- dent The  first  will  promise 

a   reduction  in  fees  for  sto- 
dmts,  for  examide,  and  the 

second  will  suggest  abolish- 

ing thPiw 

The  SNP  claims  Scotland 

would  rank  as  the  7th  rich- 
est nation  in  the  world 

according  to  OECD  figures 

based  on  GDP  per  capita  - which  is  around  $22,700.  The 

UK  ranks  18th.  "We're  not 
deahng  with  some  hick  suc- cessor state  within  the 

US^,  but  potentially  a 

strong  and  wealthy  nation,” MrRrid  says. 

The  SNP  rejects  Labour 

su^estions  that  Scotland 
would  have  a   deficit  of 

£7.1bn  if  It  were  altme,  claim- 
ing that  £2-8bn  is  a   more 

accurate  figure. 

An  independent  Scotland 
would  remain  a   m^ber  of 

the  EU.  there  would  be  a   r^- 
erendum  .on  jedning  the  euro 
and  the  SNP  would  attmpt 

to  negotiate  an  .exit  from 

Nato  because  of  its  opposi- 
tion to  nuclear  weapons. 

Queen  Elizabeth  would 
remain  bead  of  state,  but 

without  the  pomp  and  cere- 
mony ^   eujovs  in  England. 

George  Reid:  'If  there  is  a   majority  in  parliement,  what  It  seeks  wriD  be  granted* 

Nationalists  draw  parallels 

With  Norway,  which  was 
part  of  Sweden  until  1905. 

They  also  see  tbe  Flanders 
region  of  Belgium,  which 

has  concluded  its  own  cul- 
tural and -trade  agreements 

with  other  sovermgn  states, 
as  a   role  modeL 

The  SNP  wants  to  concen- 
trate on  Scotland's  strength 

in  the  IT  sector  to  build  a 
so-called  knowledge  culture. 

The  party  also  says  it  wfl] 
negotiate  to  ke^  t^t  part  of 

the  offshore  oil  industry 
winch  is  already  classified  as 
coming  under  the  Scottish 

legal  system  -   this  could 
give  it  -70  to  80  per-cent  of 
UK  North  Sea  oil  revenues. 
Tbe  SNP  wants  to  run 

business-friendly  policies 
and  reduce  corporatipn  tax 

in  an  independent  Scotland. 
But  a   Mori  poll  in  January 

questioned  100  large  compa- 
nies and  found  that  75 

believed  Independence 
would  make  things  worse  for 
business.  Tbe  Ck>nfederation 
of  British  Industry,  the  UK 

employers’  body,  called 
for  a   meeth^  with  the  SNP 
to  discuss  policies  and  seek 

assurances  that  an  ind^ien- 
dent  Scotland  would  not 
raise  barriers  to  trade  with 
the  rest  of  the  UK 

PARAMILITARIES  FIRST  MINISTER  JNVITK  AMNESTY  INTERNATIONAL  AND  HUMAN  RIGHTS  WATCH  TO  'OBSERVE  AND  REPORT’   

Blair  backs  calls  for  probe  into  N   Ireland  beatings 
By  John  Mnny  Bnwin  in 
DubOn  and  David  Wfghton  in 
London 

Tony  Blair,  the  prime 

minister,  j'esterday  sigialled 
his  support  for  an  indepen- 

dent human  ri^ts  obsmver 
to  monitor  the  recent  surge 

in  paiamilitaxy  “punishment 
beatings”  in  Northern 
Irdand. 
Police  say  January  was 

the  worst  month  for  such 
violence  since  the  Irish 

Republican  Army  reinstated 
its  ceewefire  in  July  1997. 
David  Trimble,  Ulster 

UniMdst  leader  and  North- 
em  Ireland  first  minister, 
wrote  on  Tuesday  to 

Amnesty  International  and 
the  New  York-based  Human 
Ri^ts  Watch  inviting  them 
to  "observe  and  report  on 
the  beatings  and  shootings 

being  carried  out  by  paramil- ftaries  since  the  rigning  .of 

the  Good  Friday  agreetnent”. Mr  Blair,  asked  about  the 
proposal  in  tbe  House  of 
Commons  yestnday,  said  it 

“certainly  worth  consid- 

ering”. 

His  aides  said  Amnesty 

International  already  oper- 

ates in  Northern  Ireland. 

Tbe  prime  minister’s  official 
spokesman  said  the  govern- ment would  welcome  the 

move  if  it  reduced  the  num- 

ber of  punishment  bcarings- "We  have  all  got  an  interest 
in  seeking  to  put  pressure  on 

those  that  are  responsible," he  said. 

Mr  ffiair  earlier  dismissed 

exposition  calls  for  a   morato- 
rium on  prisoner  releases 

until  the  beatings  end. 
"Were  we  to  bring  the  whole 

process  to  an  end  the  result 
would  not  be  less  violence  in 

Ncutb^  Ireland,”  he  said. 

Hie  prime  minister's  office repeated  the  government 
view  that  the  ceasefire  was 

holding  and  pointed  to  the 

large  numbers  of  punish- ment beatings  during  the 
last  IRA  ceasefire,  under  tbe 

previous  Conservative  gov- 

enunent. *Tt  is  not  at  a   level  which 

leads  us  to  say  that  the 

ceasefire  has  broken  down,” the  office  said. 
There  have,  been  five 

sTirmritigg  and  12  bftaringa  by 

republicans  and  seven  sboot- 
wigB  and  17  beatings  by  "loy- 

alists”. 

"In  the  past  they  have 

demonstrated  an  absolute 

abilily  to  bring  it  to  an  end 
when  it  suits  their  pur- 

poses,” said  Sir  Ronnie  Flan- agan, nbiBf  constable  of  tbe 
Royal  Ulster  Constabulary 
(the  Northern  Irdand  police 
chief).  Police  say  there  were 
no  incidmits  at  the  time  of 

President  Bill  COinton's  visit 

last  year. In  Belfast  yesterday,  a 
masked  gang  claiming  to 

represent  the  Belfast  DVF 
di^lasred  an  addition  to  Its 
arsenal,  which  it  claimed 
was  a   anti-tank  gun. 

The  organisation  said:  “We make  no  secret  of  the  fact 
that  the  UVF  is  continually 
recruiting,  rearming  and 

training  throughout  the 

whole  of  north  Ulster.” 
Meanwhile  evidence  of  the 

continuing  IRA  activity 

emeo^ed  in  the  Irish  Repub- lic. Dre  O'Malley,  a   fonner 

justice  Tninigter  and  senior 
member  of  tbe  Irish  govern- 

ment, accused  the  IRA  of 

“widespread  intimidation”  in 
a   case  against  four  men accused  of  mxirdering  a 
detective  shot  during  a 

botched  robbery. 

Tiny  steps  are  heard  in  big  Bill’s  backyard Retailer  aims  to  build  on  early  success 

in  Microsoft's  computer  heartland, 

Peggy  Hollinger  and  Paul  Taylor  report 

North  America  has  seen  off 
more  UK  companies  trying 
to  outsell  US  retailers  than 
AlnwBt  any  other  couotiy.  So 

when  a   private  British 
retailer  last  week  announoed 

it  idanned  to  expand  aggres- 
sive in  the  heartliind  of  US 

computer  retailing,  observ- 
ers might  -be  foi^ven  for 

thinking  jt  wss  on  a   suidde 
misdwi. 

The  UK  mwket  us  competi- 
tive, says  one  retailer  with 

experience  on  both  rides  of 
the  Atlantic,  but  not  as 

IHiceririven  as  the  US.  He 

Bays  Americans  “will  drive 

300  miles  just  to  save  5   cents 
on  a   television  that  costs 

fSJXXL  Tbe  US  conewner  is 
130  per  cent  preoccupied 

with  price”.  • But  Tiny  Computers  of 

Redhni,  southern  England,’ 
which  manufacture  and 

sells  low-priced,  own-brand 
PCs,  is  not  deterred  by  tbe 

sceptidsm.  "It  win  work  out; 
we  are  very  confident,”  says Jon  (Silbert'Harris.  group 
managing  dfrector  and  the 

public  face  of  a   business  that 

jealou^  guards  the  identity of  its  owners.  Tiny  opened 

six  trial  stores  three  months 

ago  in  Seattle,  Wariiington, 
hnrqp  of  Bill  Gates’  Microsaft 
'   the  worid’s  biggest  soft- 

ware group.  In  tbe  first  four 
weeks.  Tiny  reported  sales  of 

Mr  Gilbert-Harris  says 
Microsoft  employees  from 

the  group’s  Redmont  campus just  outside  the  city  are 

among  his  best  customers. 
Eariy  success  has  convinced 

Tiny  it  has  something-  to offe-  the  US  consumer.  Tbe 

group  plans  to  invest  £l5m 

opening  125  stores  throurio- 
out  Washington  state,  Ore- 

gon and  CaWomia. 
But  if  it  is  that  easy,  why 

haven't  others  done  the 

same,  sceptics  might  ask. 

Surely  US  consumers  are 

more  sophisticated  techno- 

logically thaw  their  UK  coun- 
taparts.  with  a   far  higher wwTwher  of  households  own- 

ing P^  and  price  corxq>eti~ tion  is  even  fiercer? 
Not  necessarily,  says  Mr 

Gilbert-Harris.  “Forty  per 
coat  of  the  customers  we  are 
ageing  do  not  know  what  the 

internet  is  about,"  he  says. 
So  tbe  US  consumer  needs 
almost  as  much  guidance 

when  baying  a   PC  as  in  the 
UK  Bioreover,  the  price  of  a 

PC  when  assembled  in south-east  Asia  is  the  same. 

Whether  it  is  destined  for  the 

US  or  tbe  UK  And  with  a 

iheW  in  China.  Mr  Gilbert- tfonis  ciaima  Tiny  can  oBhr 

inices  10  to  20  per  cent  lower than  refeeil  ̂ haing  by  cutting 

out  tite  middleman.  But  Its 

machines  still  use  cutting- 
ec^  technology  equivalent to  the  best  that  mail  order 

giants  such  as  Dell  Com- puter and  Gateamy  can  oSbr. 
Mr  Gilbert-Harris  says 

Tiny  is  a   unique  prupuriUon: “We  are  mail  order  on  the 

bi^  Street”  Customers  who 
walk  into  any  of  Hny’s  87 showrooms  are  presented 
with  a   limited  number  of 

computer  packages.  If  they 

pla^  an  order  the  package  is delivered  to  the  doorstep 

within  five  to  10  days. 
He  insists  that  nothing 

like  it  exists  in  the  US, 

where  most  consumers  bi^ 

from  either  mail  order  cata- 

logues or  from  out-of-town superstore  chains.  One  UK 
retailer,  which  retreated 

after  an  unhappy  foray  Into 
North  America,  says  there 
could  be  a   big  opportuni^ 

for  Tiny  Tf  it  is  sensible”. 
The  fact  ttiat  Tiny  is  a   pri- 

vate company  could  jauve  to 
be  a   significant  advantage. 
“Tbe  whole  nature  of  the  US 

is  sales  and  volume  growth 
driven,”  he  says.  A   private 

company  could  have  more Oexibili^  than  a   quoted  one 
to  focus  on  sales  rattier  than 

profit,  which  would  equally 
allow  it  to  compete  on  price. 

However,  there  are  still 
risks  -   particularly  in  a   ma^ 
ket  where  the  price  of  an 

entry  level  home  PC  has 
fallen  sharply  over  the  past 

two  years  and  where  many 
consumers  pay  only  $7S0  or 
less  for  their  machfoes.  . 

NEWS  DIGEST 
BIOTECHNOLOGY 

Premier  resists  calls  for 

ban  on  'Frankenstein  food’ 
Tony  Blair,  the  prime  minister,  yesterday  refused  to  bow  to 
mounting  donands  for  a   three-year  ban  on  the  growth  of 

geneticaDy-modined  crops.  Wiliam  Hague,  leader  of  the 
opposition  Conservative  party,  called  ̂    the  moratorium 
until  ministers  were  fully  satisfied  that  the  crops  -   dubbed 
"Frankenstein  foods”  by  critics  -   were  safe.  He  claimed 
ministers  were  behaving  recklessly  by  ignormg  the  advice 
of  tfirir  own  countryride  advisers,  English  Nature,  vrito want  the  three-year  ban. 

Earlier  Tim  Yeo,  chief  Conservative  agriculture  spokes- 
man. went  a   step  further  by  claiming  the  government  was 

using  consumers  as  guinea  pigs  in  ”a  vast  but  secret 
experiment”.  Mr  Blair  said  he  was  satisfied  the  government 
was  acting  responsibly  in  allowing  the  crops  to  be  devel- 

oped. Ministers  believe  GM  foods,  which  are  already 

widely  grown  in  the  US,  could  lead  to  cheaper  supermar- 
ket prices  and  possiWe  environmental  Improvemaits.  They 

are  also  reluct^  to  place  unnecessary  obstacles  in  the 
path  of  UK  companies  which  are  at  the  cutting  edge  of  the 
biotechnology  revolution.  George  Parker,  London 

THE  ECONOMY 

Slowdown  ‘has  worsened’ 
The  UK’s  economic  slowdown  appears  to  have  worsened 
in  January,  with  a   greater  number  of  companies  reporting 
a   decline  in  demand.  The  latest  survey  of  the  services 

industry  also  showed  a   foil  in  emptoyment  last  month,  rais- 
ing expectations  that  the  Bank  of  England,  the  UK  central 

bank,  could  cut  interest  rates  today.  The  economy  may 

suffer  a   rough  ride  in  the  first  quarter,  the  Chartered  Insti- 
tute of  Purchasing  and  Supply  said  yesterday.  Ciusiness 

would  probably  contract  further  before  it  improved.  The 
institute  surve^  500  companies,  covering  nearly  a   third of  the  economy. 

Separate  evidence  of  a   slowdown  in  the  shops  could 
also  spur  the  Bank  to  relax  monetary  policy.  Retail  sales 
volumes  fell  In  January  from  a   year  ago,  the  Confederation 

of  British  Industry,  the  employers'  lotfoy,  said.  Failing 
fidenee  among  storeowners  reflected  dashed  hopes  that 
price  cuts  might  have  boosted  consumer  appetite. 

"Caution  has  crept  into  spending  patterns,”  said  Sudhir 
Junankar.  the  CBI’s  associate  director  of  economic  analy- 
sis. 
•   Business  confidence  is  rising  as  executives  sense  the 

economy  may  avoid  recession  this  year,  the  Institute  of 

Management's  quarterly  survey  suggested  yesterday.  The 
institute's  management  confidence  indicator  rose  from  24 
per  cent  to  33  per  cent  in  the  fourth  quarter  to  the  end  of 
December,  falling  for  the  whole  of  the  previous  12 
months.  The  indicator  peaked  at  60  in  September  1997. 
Christopher  Adams  and  Kevin  Brown,  London 

aECnON  COURT  CASE 

MP  ’gave  cash  in  plastic  bag’ Mohammed  Sarwar,  Labour  MP  for  foe  Govan  district  of 

Glasgow  In  Scotland,  gave  a   rival  candidate  a   plastic  bag 

containing  £5,000  ($8,200)  In  cash  In  return  for  a   false 
statement  about  voter  registration  irregularities  in  the  1997 

natkma)  elections,  the  High  Court  in  Edinburgh  heard  yes- 
terday. Ha  is  also  said  to  have  joked  with  Badar  Islam,  to 

whom  he  is  alleged  to  have  given  foe  the  money,  that  they 

would  go  to  jail  if  police  knew  what  they  were  doing.  Mr 
Islam,  a   former  businessman,  told  foe  court  he  had  sworn 
a   false  statement  before  a   lawyer  after  Mr  Sarwar  offered 
him  £5,000.  He  said  he  accepted  the  money  in  the  back  of 

the  MP's  car  as  they  went  to  swear  a   statement  before  the 
lawyer.  Mr  Sarwar,  foe  UK's  first  Moslem  MP,  denies  fraud 
relating  to  the  addition  of  four  names  to  the  electoral  reg- 

ister, two  charges  of  attempting  to  pervert  the  course  of 

justimand  understating  Section  esq^enses.  The  case  con- tinues. James  Buxton,  EcBnburgh 

BANKING 

HFC  challenges  HSBC  branding 
HSBC  Holdings’  plans  to 

tilPOinXpAih  /Tkl  ̂    abandon  the  name  of  
Its 

v!£-^oi2f5^JiL-  Midland  Bank  offshoot  in 

HfC  Bur  favour  of  its  own  HSBC 

GfTAWAVCftR.  have  run  into  a   legal 

rNlTClDC  UCer*  challenge.  Simmons  and 

\^OU7^  Pfe  Simmons,  lawyers  for  HFC 

Jl  -   V   Bank,  foe  consumer  finance 
l[  and  credit  card  offshoot  of 

— r   \   V   the  US’s  Household  Intema- W''''  tiond,  have  written  to  HSBC 

ran  voicing  concerns  foe 
^   ^llillil'7  confusion  foe  name  charrge 

will  cause  to  customers.  The could  launch  a   legal 

action  for  passing  off  if  it 
satisfaction. 

9H  HSBC  is  running  a   £30m 

($49m)  campagn  to  rebrand all  foe  banks  in  its  £42bn 

global  empire  to  clear  up 

customers’  confusion  about  who  belongs  to  the  group. 

HFC  complains  that  since  the  start  of  HSBC's  new  t^evi- skNi  advertisements  in  foe  UK,  its  own  customers  have 

been  getting  more  confused.  HFC  said  one  customer 
made  an  appoinfrnent  with  HFC  to  discuss  a   loan  but 
turned  up  at  foe  local  HSBC  brarnfo.  They  were  not 
expecting  him  but  clinched  the  loan  anyway.  HSBC 
declined  to  commenL  George  Graham,  London 

ALMERA  REPLACEMEirr 

Nissan  recruits  for  new  model 
The  Nissan  car  factwy  in  north-east  England  yesterday 
began  a   recruitment  drive  for  800  more  wotkm  ready  for 

production  of  the  plant's  third  model,  the  Almera  replace- 

ment,  in  January  2000.  The  car  factory  is  the  country's 
blgg^  Nissan,  which  employ  4,200  at  foe  site,  will  ini- 

tially offer  the  recruits  confract  of  6   to  9   months.  Demand 
for  its  cars  will  determine  how  many  become  permanent 
staff.  The  campaign  was  launched  in  the  morning  and  by 

lunchtime  Nissan  received  more  than  800  requests  for 

application  forms.  Chris  Tlghe,  NewttesHe  upon  Tyne 

(^yenunent  imveils  pensions  revolntion  based  on  unit  trusts 
^   Web^  IkiNitine,  Jana 
Martinson  anti  pmU 

Tbe  governmeat  yestenbcf 

launched  potteiriaUy  the  Wg- 
gest  pension  revolution  in  a 

decade  .   with  a   unit-traat based  instrument  that  can. 

be  used  in  ottupatiqnal  and_ 
pamntial  piwwiroM  aS  .Vefi  SS 

la  the  goeernmmst's  planned stakebolder  schene. 

The  injftrnnwit.  the  big? 

gest  diange  since  pereonsl 

were  introduced  in 

the  1980s,  is  a   container 

ailow^  investnoit  in  unit 
and  investment-  trusts  and 

opei^ded  investment  com- 
panies. It  has  the  tax  privi- 

leges of  pensiens.  The  fimds 
will  be  easily  transferable 
from  one  type  of  pension 

scheme  to  .   snathe  without 
the  need  to  s^  investments, 

the  govinment  argues. 
With  the  low  initial 

charges  that  unit  trusts 

enjoy  and  fewer  financial 
rwiaWigt  for  changing  jobs, 

ministers  hope  it  *   will encourage  job  mobOHy  and 

boost  eqmty  saving.  .That 
-wfll  in  turn  improve  produc- 

tivity, it  heheves. 
Alan  MUburn,  a   senior 

TreasuxT  minister,  said: ■Thte  \ii^  increase  ihe  free- 

riom  for  individuals  to  foBow 
new  career  paths  without 
fwafaig  itw^ed  into  thrir  ems 

rent  Jobs.” 

The  new  instrument  - 
whidi  does  not  yet  have  a 
'name  —   is  not  in  itself  a 

new  kind  of  pension.  It  will 

be  subject  to  the  same  tax 
and  contribution  rules  as  the entering  pension  schemes  of 

vrtilch  it  will  form  a   part. 
Its  advantages,  according 

to  tbe  Treasury's  consulta- 
tion paper,  are  that  it  will 

have  the  lo«MhazgS^  struc- 
ture Mjoyed  by  unit  trusts, 

with  the  pooling  erf  invest- 

ment spreading  the  risk. Alastair  Darling,  tbe  chief 
social  security  minister,  said 

It  would  provide  "secure, flexible  and  value  for  money 
pancipng  tiiat  those  oo  mid- 

dle fommpe  lack  under  the 

emrent  system”. There  was  a   mixed  reac- tion from  the  pensions 

industry,  with  some  charg- 

ing ft  would  add  to  tbe  oon- 
iUsion  of  about  pension  prod- 
ucts. 

'Hie  unit  and  investment 

trusts  sector  warmly  wel- comed it  Paul  Kafka,  of 

Fidelity  Investment  said  it was  "the  key  to  unlocking 
the  confusion  surrounding 

pensions  at  the  moment  par- 
ticulariy  for  high  and  middle 

earners”. 

Some  in  the  life  assurance 

industry  fear  it  could 
heavily  hit  their  business. 

Some  employers  foar  it  could 

encourage  an'  exit  from 

defined  benefit  occupational 

schemes. 
But  Ann  Robinson,  direc- 

to^general  of  the  National 
Association  of  Pension 

Funds,  warned  that  the  com- 
plex proposals  would  lead  to 

mis-seUing  and  many  in  the 

industry  njected  tbe  govern- ment's view  that  ft  could  be 

sold  (dieaply  with  little  need 
for  expensive  advice. 
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Stumped?  Just 
pinch  an  idea 

yd technology  woFm  watching 

Tony  Jackson  considers  the  views  of  a 
group  of  business  thinkers  grappling 
with  the  problems  of  fostering  new  ideas 

V^RLD 
ECC^OMIC 
FORUM 

Innovation  In  business  is  a 

famniar  t^pic,  but  its  rele- 
vance Is  increasing.  New 

ideas,  after  all,  mean  new 
revenues;  and  as  tbe  gold 
rush  in  internet  stodss  testi- 

fies, revenue  growth  is  some- 
thing the  stodi  market  will 

kill  for. 

Most  thinMng  OD  the  sub- 
ject, as  so  often  with  man- 

agement, comes  from  consul- 
tants and  academics  rather 

than  practitioners.  This  is- 
where  the  Davos  World  Eco- 

nomic Forum  comes  in. 
A   Davos  session  last  week 

on  innovation  brought 
together  an  assortment  of 
company  chiefs:  Michael 
Bloomberg,  the  American 
fotinder  and  head  of  the 

Bloomberg  informatiOD  ser- 
vice; Malcolm  Williamson, 

an  Eh^ishman  who  used  to 
bead  Standard  Chartered 
Bank  and  now  runs  Visa 
International  in  the  US; 
Rajendra  Pawar.  managing 
director  of  NUT,  a   $lhn  IT 

company  based  In  New 
Delhi;  and  Hubert  Joly,  head 
of  tbe  French  operati<ms  of 

EDS,  the  Texas-based  IT  con- 
sultant 
Four  distinct  topics 

emerged.  If  your  business 
was  founded  on  a   new  idee, 

how  do  you  keep  momen- 
tum? What  is  your  attitude 

to  risk-taking  mistakes? 
How  do  you  assess  new 
ideas?  How  can  you  Innovate 
once  you  are  big? 
As  for  momentum, 

Bloomberg  observed,  the 
answer  was  not  to  ̂    In 

people's  way.  “The  most 
iix4>ortant  success  factor  for 

us,”  he  said,  *is  that  over 
the  years,  1   as  CEO  have  got 
rid  of  barriers.  We  have  no 

offices  (H-  titles:  We  have  a 
common  compensation  sys- 
tem. 

“CEOs  are  the  inspiration 
at  the  outset,  the  rabbis. 
Then  tb^  allow  barriers  to 

come  in.  They  don't  dele- 
gate, because  they  are  aftald 

they  will  turn  business 

over  to  someone  who  won't 
do  as  good  a   job.  They’re ri^t  about  that,  every  time. 

But  that's  because  they’re  at 
the  end  of  the  learning 
curve,  and  the  new  people 

are  at  the  start” The  trick,  he  aigued,  was 

for  CEOs  to  model  them- 
selves on  that  icon  of  Ameri- 

can consumer  culture.  Colo- 

nel Sanders.  “If  you’re  a customer  of  Microsoft  or 

Bloomberg,  you  assmoe  KU 
Gates  and  Michael  Bloom- 
beig  are  involved  every  step 
of  the  way.  Just  as  you 
assume  Colonel  Sanders 
cooks  every  Kentucky  Fried 
Chicken. 

“In  fact  the  CdUmd  has 
been  dead  for  a   couple  of 
years.  Maybe  Gates  and 

‘Management 

decides  how  big 
the  bets  are  and 

when  they  are 

a   lost  cause’ 

Bloomberg  have  as  weR.  But 

that  doesn’t  matter  any 

more.” 

What  about  toleration  of 

mistakes?  “It’s  necessary  to 
fnfllrp  mlghilrpi;,  a   tut  tO  pnwTi 

people  Into  wiaiHiig  them,” 
Mr  Pawar  said.  “Then  every- 

body watches  what  h^ipena 
next,  and  the  lesson  Is 

tau^  by  how  you  respond." 
As  an  ex-banker,  Mr  Wil- 

liaznson  was.  less  sore  about 

that.  “People  in  banking 
make  tbe  same  mistakes 

over  and  over,*  be  said. 

"They  lend  to  countries,  to 
hedge  fhnds,  on  cammercial 
property.  My  attitude  Is  if 
people  make  that  kind  of 

mistake,  you  shoot  them.” The  issue  was  one  of  &ii> 

ness.  “Senior  mflTtflgBWflHt oeeds  to  decide  how  Mg  the 
bets  are  you  want  to  place, 
and  also  when  they  are  a 
lost  cause.  Every  CEO  has  to 

set  the  rules  of  tbe  gama. 
But  I   probably  take  a 
toi^ber  line  on  failure  than 
most,  because  Tve  seen  so 

much  of  it” 
So  to  the  innovative  pro- 

cess proper.  Mr  WlHiamson, 
with  bankerly  caution,  was 
concerned  with  the  down- 

side. The  payments  business, 
he  pointed  out,  was  exposed 
to  radical  ritiangag  through 
the  internet  and  other  tedi- 
nologies.  He  aimed  to  ensure 
Visa’s  survivaL 
The  first  essential  was  to 

understand  the  technologies. 
"We  have  people  who  do 
nothing  bUt  find  OUt  Whst  Is 

out  there,*  be  said.  “And  we 
have  venture  capital  stakes 

in  a   lot  of  hi^-teeh  eompa- 
nies,  which  is  easier  since 

we're  next  to  Silicon  Valley." 
Next,  talk  to  customers: 

find  out  not  just  what  they 
want,  but  irtiat  they  wOl  pay 

for.  *Take  the  idea  of  a   nHp 

card  trith  money  on  It,”  he 
said.  “The  industry  wants 
that,  but  the  customer 

doesn't,  so  1   don’t  eith^ .” Not  that  a   chip  was  an 

unattractive  idea.  “You 
could  bave'it  on  your  ring, 
or  your  PC.  Ihe  card  itself 
could  disappear.  Suppose 
you  were  flying  to  Chicago. 
You  could  use  your  eh^  to 
log  on  to  the  internet,  look 
for  a   che^p  fl^ht  and  pay  for 
ft. 

The  chip  would  contain 
your  air  miles,  your  ticket 
and  your  passport.  When 
you  got  to  the  gate,  you 
would  put  it  througdi  a 

reader.” 

AH  that,  he  ccmclnded,  was 

technically  possible.  “But  ft 
would  take  a   very  big  bm  to 

set  it  up.  and  you  would 
have  to  figure  oat  who 

would  pay." For  Mr  Bloomberg,  tbe 

Precision  chip 
drawing  on 

microscopic 

adaptation 

.   r   .   f 

issue  was  the  sheer  ladr  of 

piedletalnlity  in  tbe  innova- 
tion looeess.  “UnpredictabQ- 

ity  is  the  nemesis  of  any 

established  mganisatian,"  he said.  Tou  only  run  the  bn& 

TMat  by  planning  Most  Com- 
panies protect  reveoues.  In 

my  busins&s,  I   can’t  do  that 
And  if  you  can't  predict, 
you're  not  willing  to  devote 
management  time  to  the 

problem.  You're  unwiDhig  to 
set  tqi  the  politieal  structure 

In  the  nnmpany  whlidi  nan 

deal  with  new  maAets.” bmovation,  he  oondaded, 

was  a   rel^on  rather  than  a 
sdence.  “You've  just  got  to 
keep  the  fire  in  your  belly 

awi  plnngh  ahwiH. 
“The  press  is  a   massive 

problem  here:  your  people 

may  be  doubtftil  about  what 
you’re  doing,  and  then  they 
read  oitidsm  fhxm  jounisl- 

Ists  who  aithar  don’t  know the  first  tiling  about  ft  or 
have  been  briefed  by  your 

competitors. “Where  companies  have 
succeeded,  ft  turns  out  tbe 
barriers  were  merely 
obstructions  thrown  up  by 

non-believers.  “Where  they 
have  failed,  ft  turned  ont 

they  really  were  brick 

walls.” 

So  to  the  final  question: 

how  do  big  nnmpimiM  inno- vate? FOr  Mr  Joly,  this  was  a 

real  problem.  “You  can  eas- 
ily convince  ourself  that 

else  is  an  obstacle.  The 

gats  isolated  in  a   cor- ner office.  Hie  culture  gets 
risk-averse.  And  you  end  up 

investing  too  modi  in  your 

old,  successfiU  formula. 
When  budget  time  comes 

round,  R&D  gets  calculated 
'as  a   percentage  M   revenues, 
even  thoo^  it  may  earn  a 

lower  retum  that  way.” By  definition,  of  course, 
new  ideas  start  smalL  How 

can  they  be  handled  by  com- 
panies for  whldi  bigness  is 

everything? 
“I’m  not  sure  there's  a 

good  answer  to  that,”  Mr 
Joly  said.  *Taa  can  try  spin- 
ofiEs,  w   intzapreneurahip,  but 
I’m  not  sure  Fve  seen  that 
work.  It's  mote  a   question  of 
oonthmous  innovation.  You 
don’t  have  old  and  new 

businesses  -   they  aB  have  to 

innovate.” 

Companies  adopted  two 
sahztiazis  to  this  problsn,  Mr 

Bloomberg  observed,  neftber 

M   which  worked.  First  was 
tlie  Skunk  Works  -   the 
secret  aetaMfcHrrMffrt  set  Up 

I7  Lodcheed  to  devdop  its 
Stealth  warplanes. 

“That’s  a   great  idea  for 

defending  deinoeracy,”  he 
said,  “but  you  dcmt  make 

any  money  out  ft.” 

Thi»  approach  was 

to  buy  «nan  companies  wfth 

good  ideas.  “That’s  easy  to 
do.  It  shows  you’re  decisive, 
the  board  gets  bMiind  ft.  and 

the  investmoit  bankers  and 

the  press  love  it  But  tire  cul- 

tures never  mix.” The  only  answer,  he  con- cluded, was  to  accept  your TiTwHwHnm*  “You  just  need 

to  understand  that  It's  amaii 

that  OSate  nSW 

products.  But  Uyou  can 

jump  on  to  tbe  bandwagon 
quickly,  you  can  mitigate that.  If  your  brand  is  strong 

enough,  you  can  even  over- 

take them.” 

In  other  words,  if  you  can- not have  ideas  you^lf. 

pindr  tham  from  otheisJ  It  is 
not  an  approach  likely  to 

please  consultants  or  aca- 
demies. It  sounds  uncom- 

monly like  real  life,  just  the 

US  researchers  have 

adapted  a   cornmon  • laborsdory  instrument,  the 
afomic  field  rnicroscope,  so 
that  it  “draws*  tiny  lirtes  just 
a   few  dozen  molecules  wide 

ar>d  one  molecule  ttfick.  This 

abi%  to  transfer  molecules 
oh  to  a   surfm  with  extreme 
preddon  Is  IB<ely  to  be 
uaefid  In  manufacturing 
rnktute  electronic  csneuits. 

Normally,  the  microscope 
is  used  to  create 
threfr-dimensiona)  images, 
which  it  does  by  tracing  the 

;   contours  of  a   surfece  with  a 
'   minute  s^hjs.  Rocoarehorp 
'   at  Northwestern  University, 

I   Chicago,  made  use  of  an effect  that  Is  usually 
unwanted:  the  terKlency  of 

I   the  tip  to  attract  moisture from  the  air  artd  form  a   tiny 
'   oofumn  of  water  where  it 

makes  contact  vrith  the 
surface.  They  used  this  ffow 
of  water  to  float  other 

molecules  on  to  the  surfece, 

where  th^  are  adsorbed Dip-pen  nanoTithograi^, 

which  was  described  in  the 
journal  Sciertce,  is  expected 

to  be  used  in  conjunction 
with  other  lithographic 
methods  for  mMcing  chips. 

Northwestern:  US,  te/ 

8474913115:  http://  . 
nubtto.nwu.9du/ 

levels  by  anedysing  the  dtya 

past  mortaRty.raSe  in particular  conditions,  ator^ with  the  type  and  sev^  or 

a   predicted  hot  air  mass.  ' 

Uhnreisfh' of  OsfeiMve:  US; 

taL  3028316408; 

gbtgpbAadeLe^ Water  watchw 
from  space 

Space  satelBtes  win  soon  be 
used  to  morUtor  river  levels 

and  provide  Improved  flood 
wamines.  A   ̂stem  is  being 

.   developed  that  will  be  able 

to  detect  chartges  of  afow ' mBIimeitres  In  water  levels. 

The  system  calculates  tife 

I   river’s  height  using . 

j   Information  from  senscxs  ' 
-   d>out  the  tilt  and  pressure 

on  buoys  in  the  river,  and  . 

positional  information  from  a. 
global  positioning  system . receiver.  It  vriD  also  provide  . 

better  kiformation  on reservoir  management 

polhJtion  control,  land drainage  and  conservation. 
Scienoe  Systems,  a 

Bristol-based  software 

company,  is  devMcying  the 

dewM  fbrlhe  British 
Nattooal  Space  Centre.  . . 
Stdenoe  Systems:  UK,  taL 

(0}ri79717251 

Overcoming  a 

robot  obstacle 

Heat  wave  early 

warning  system 
Large  rximbers  of  people  die 

each  year  dtftng  heat 
waves,  as  the  oppressive 

heat  trlggefs  heart  attacks 
and  other  fetal  afflictions,  in 
some  cities,  better 

forecasting  coidd  help  save 

fives  by  aOowfng  authorities 
to  issue  warnings  arxf  open 

air-conditiohed  sheltera. 
A   system  that  can  give  up 

to  60  hours'  advance 
warning  has  been  devMoped 

by  the  University  of Delaware  and  installed  in 

Philadelphia  and 

Washington.  The  programme 
calcufelBS  the  risk  of 

dangerous  temperature 

Researchers  at  Washington 

University’s  Center  for. 
Robotics  and  Automation 
have  found  a   way  to  make  a 

robot  stop  and  "think”.  They have  devised  an  algorittvn 
that  allows  the  robot  to 

kitegrate  higlnlevei decisiorHTialdng  with 

kwHevel  data  gathering. 

If  a   manufecturing  robot 

encounters  an  obstede.  It  - 

usually  requires  a   human  to 
halt  the  process.  With  the 
new  model,  the  algorithm 
knows ‘where  the  robot  is  in 

the  process,  stops  the  robot and  communicates  ths  data 

to  the  high-lervel  control,  and 

tells  it  to  proceed  when  the 

path  Is  dear. 
V^toshington  Univefsity:  US, 

e-mail 

tam9wumboLwustt.edu 

Vanessa  Houkler 

GROWING  BUSINI^  31  AND  ELECTRA 

APPLY  HERE  FOR  BEHER 
BUSINESS  TRAVEL 

Making  sense  of  a   match 
The  possible  link-up  between  two  UK  private  equity  firms  is 
complicated  by  their  differing  styles,  writes  Katharine  Campbell 

■r^3L  the  OK's  largert private  equity  busi- er a   sees.  has  had  rtval 
Electre  Investment  Trust  is 

Us  dglfts  for  years.  But  ft  is 
almost  as  if  there  bemi  a 

gentfeman's  «^<rwufMgnt  that while  Michael  Stoddart, 

Electra's  leading  ll^it  was 
still  in  place,  the  trust  was 
off  hmits. 
Three  weeks  ago,  the 

month  before  Mr  Stoddart 
was  due  to  step  down  as 

chairman  of  ETT,  Brian  Lar- 
oombe,  chief  executive  of  Si, 
made  the  initial  overtures. 
There  was  a   double 

motive.  The  financial  case 

for  the  premium-rated  31 
acquixlzv  EIT,  which  had 
long  traded  at  a   discount, 
was  clear,  and  the  logic  of 

trying  to  buttress  its  por- 
tion in  the  FTSE  lOO  obvi- 

ouB.  But  ft  was  also  felt,  im- 
tiaUy,  that  there  ?ras  seise 
in  taking  on  the  executives 
from  Eiectra  Fleming,  the 

trust's  management  com- 

pany. 

However,  even  vrtth  Mr 
Stoddart  departing  the 

scene,  absorbing  the  talented 
but  highly  Individualistic 
Eiectra  team  was  always 

going  to  be  tricky.  S   has  no 
bistoty  of  bringing  in  new 

blood  at  a   senior  level  - 
perUy  because  of  tbe  golf  in 
earning  opportunities 

between  Si's  optlon- 
baged  rgnrun«mrHnn  and  tha :   hl^y  lucrative  Industry 
!   standard  of  carried  intereet 

!   OO-iflVeStineilt  anhunmn 
Natorany  it  Is  a   gulf  that 

is  causing  considerable  oon- sternation  among  Eiectra 
executives,  and  ft  now  looks 

perfectly  possible  that  3i could  wind  up  acquiring  tbe 
trust  -   white  the  Eiectra 

Fleming  team  went  off  else- where. 

‘niifi  in  turn  raises  ques- 
tfons  about  what  that  would 
do  to  the  logic  of  any  take- 
ow.  Ifow  different  are  the 

two  businesses  In  reality? 
Does  Eiectra  need  31  to  teach 

it  to  do  big  deals  and  to  man- 

age its  portfolio  more  efEec- 
tlvMy?  And  how  do  the  two 
businesses  compare tionally? 

Broadly,  the  answer  is 
that,  white  tbe  Eiectra  man- 
ag«s  would  undoubtedly 
add  spice  and  depth,  31  has 
evolv^  more  rapidly  In 

recent  years  than  ft  Is  often 

Business  travel  is  the  third  biggest  expense  for 

most  UK  companies.  Busi^  Travel  99  is  the  event 

dedicated  to  making  si|^thot  your  organisation 
gets  the  right  service^He  best  price. 

exhibr^n  to  buy 
L..-:   a   I 
Dusiness  Travel 

So  don't  miss  ̂ ^mply  cdM^  ticket  hotline for  complimt^ory  tickets  aii^  ensure  that 

whoever  arranges  your  travel  mokes  o   trip  to 
Business  Travel  99. 

Ticket  Hotline  0181  710  2185 

~^usiness 
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given  credit  for.  It  appears 
adamant  ft  could  also  make 

sense  of  tixe  transaction  with 
the  sesets  alone. 
The  big  deal  debate,  for 

example,  continues  to  haunt 
ft  -   but  not  wholly  justifi- 
ably. 

If  the  Eiectra  people 

joined,  I   would  take  Mgger 

deals  to  3L"  says  one  Londmi 
ill  vestment  banker,  express- 

ing a   wld^  held  view. 3i  is  constantly  having  to 

explain  why,  despite  being 

the  UK’s  largest  private 
equity  house.  It  Auns  very 

big  leveraged  buy-outs  - those  over  £2S0m  (KUhn)  - 
even  if,  givmi  the  problems 
that  seem  to  be  surfedng  for 
conqietftors  that  do  play  in 
that  anna,  it  may  yet  prove 
a   reasonable  decision.  It  gets 

pigeoi^holed  furtb»  because 

ft  does  do  a   huge  nmwhpr  of 
very  small  buyouts  -   164  in the  Bub-£l0m  catogwy  dar- 

ing 199B. In  feet,  Eiectra  does  not 

play  at  the  top  end  either.  It 

partcipated  ungin-MMaPnlly 
in  tbe  auction  of  William ffTFi^  bookmaker  bougtxt 

by  Nomura  and  soon  to  be floatecL 

year  its  largest  UK 
buy-out  was  tbe  £82m  pur- chase of  Leisure  Parcs.  3L  by 
contrast,  backed  a   £160m 
transaction  for  Asco.  an 

Alierdemi  oil  service  bnal- 
nees  (a  £S6m  buy-m  in  1996) 

wfatifo  bought  L&L  Oil  Com- 
pany of  New  Orleans. to  Germany  Eiectra  pulled 

off  the  DBC950m  ($652m) 

buy-out  of  DeutBCbe  Wool- 
worth  -   ̂ obably  three 
times  the  sige  Si’s  German 

operation  would  consider. 
But  Deutsche  Wodworth  is 
also  considerably  bigger 

than  any  deal  Eiectra  has 

ever  ted  in  the  UK.  hi  real- 
ity, Eiectra  does  quite  a   bit 

in  tile  £50m-£100m  range  - as  does  3L 

They  do  differ  in  style  - even  if  3i  bridles  at  tbe 
assumption  that  because  it 

is  big  It  lacks  flair.  “The Eiectra  boys  are  tenadoos. 

They  win  stick  at  a   deal  that 
is  a   bit  of  a   dog  where  every- 

one else  has  lost  interest,” says  one  corporate  financier. 

Another  adds;  "Eiectra  is fun  Off  mavericks,  tiiey  have 

loads  of  unaginatioD.”  . Its  largest  bolding,  valued 
at  24&4m  at  the  end  of  last 

September,  is  in  Ihe  Statio- 

nery Office,  BD  iTMtiqintahly tric^  affiur  where  it  7rmn 
to  be  adiievlng  an  impres- 

sive turnround  of  a   loss- 

making  business.  But  even 
there,  31  also  bid  for  the  pri- 

vatisation, and,  deqnte  los- 
ing out.  put  in  a   trandie  of 

Another  -   common  jibe 

agdnst  3i  is  that  its  execu- tives ~   constantly  off  to 

dium  out  the  next  - 
pay  scant  attention  to  man^ 

aging  tbe  portfolia  ’Ibds  was once  undoubtedly  true,  but 

parts  of  the  3i  business  have 
changed  markedly  in  tbe 
past  five  years  since  it  has 
developed  Us  outside  fund 

management  operation  - now  amounting  to  £1.4bn. 
This  has  allowed  the  group 

to  take  oontroning  stakes  in 
businesses,  and  it  now  has 

majority  positions  in -.76 
buy-outs  in  the  UK  and  32  on 

Eiectra  was 
relatively  late 

to  the  European 

mainland . . .   but. 

its  US  business  ■ 
has  been 
consistently 

successful 

stoddart  leedhgOsht 

the  continent  For  these  it 

has  developed  a   different 
style.  Regional  portfolio 

management  teams  have 
been  estabOutiiedl  and  while 
3i  would  never  pretend  to 
run  its  companies,  it  is  mudi 

more  pro-active. BUI  Passmore,  (diairman  irf 

Morse,  the  computer  systems 
integration  company,  says: 
“They  work  at  a   strategie 

level  -   unlike  some  venture 

capitalists  who  interfere 
over  trivial  issues,  con- 

stantly seeking  data  that 
even  tbe  board  doesn’t  need 

to  run  tile  operation.” 

He  dedines  to  «wrmor>t  rwi 
3Ts  involvement  In  manage- 

ment dianges  at  Morse  after 

tbe  1995  b^-ouL  But  it  cer- 
tainlr  appears  that  SI 
adopted  a   pretty  active 

stance.  In  early  1997,  follow- 
ing a   phase  of  very  rapid 

growth,  Egon  Zebnder,  tbe 
headhunter,  was  called  In  to 
perform  a   management 
audit  Two  of  tbe  three  mlgi- 
nal  members  of  the  buy-out 
team  left,  white  Duncan 

McIntyre,  formerly  flnanne 
director,  was  niadB  manag- 

ing director. 
Unlike  3i,  however,  tbe 

Eiectra  team  take,  non- . 
executive  positions  on  tbe 

boards  of  portfolio  compa- 

nies, and  one  of  the  interest- 
ing questions  is  whether 

they  would  be  allowed  to 
retain  those  -   in  the  event  of 
a   deal  -   even  if  they  did  not 

join  3i. 

Tbe  continental  market, 
meanwhite,  has  been  a   Imig 

hard  slog  for  M.  but  is  now 

growing  fest,  wfth  85  investp meat  staff  on  the  -ground. 
Tbe  group  ranks  seo^  only 
to  evG  Capital  Partners  in 
the  buy-out  league  tables, while  it  is  achieving  ey» 

catching  realisatioDS  with  its 
tedmolagy  investing,  parUc- ulariy  in  Germany. 

Eiectra  was  idativdy  late 

to  the  European  mainland  - 
but  has  dma  some  big  deals 

recently,  or  at  least  as  modi interest  internationally  is 

Electra’s  consistently  suo- 

cessfol  US  business,  a   nuu'- ket  from  whldi  M   withdrew 

in  the  run-up  to  its  1994  flo- 
tation There  its  expertise 

would  have  been  particu- 

larly valuable. 

"In  sum,  grafting  the  Elee- 

tra  team  onto  9   might  ‘in theory  still  be  the.  dream 

deal  -   but,  given  the  posim* 
alities,  probably  sometbing 

of  a   pipe  dream.  ' 
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^Ab  Fab^  in 
the  desert 
Nigel  Andrews  warms  .to  a   hippie  fable Kate  Winslet  could  not  have made  a   better  career  move.  After 
the  ultimate  wet  look  in  Titanic 
she  now  spends  two  hours  dryins 
off  in  hottest  Morocco.  And  aft^ 
sluicine  a   billion  filmgoers*  eyes by  loving  Uonardo  DiCaprio,  she 
plays  a   wife  who  slou^s  her 
Z/indon  husband,  a   poetry-writ- 

ing cad.  to  become  a   hippie- 
nomadie  sin^e  mum  In  the  land 
of  the  sheltering  sky. 

I   kept  thinking  while  watching 
Hideous  Kinky:  “This  is  Abso- 

HiDEOUS’S^
   

knifes  MacKinnon 

Roberto  Benign! 

A   BUG'S  UFE 
John  Lasseter 

LIVING  OUT  LOUD 

Ridiard  LaGravenese 

PECKER 

John  Waters 

lately  Fabulous  in  the  desert.” 
And  Gillies  MacKinnon’s  Aim 
screenwritten  by  brother  Billy 

iium  Esther  Freud's  novel  is  fab- 
ulous. It  keeps  that  show's  comic 

kernel  -   Bower-power  mum  more 
naive  and  screwloose  her 

offspring  -   while  letting  serious 
themes  and  potent  scenery 
accrete  around  it.  This  Morocco 

is  lensed  by  John  de  Boiman  as  if 
eveiy  colour  in  the  world  had 
leapt  up  to  lick  the  camera.  7ou 
never  doubt  that  a   vulnerable 
Londoner  could  be  spiritually 
raped  here:  ravished  by  a   i^ef 

that  Morocco's  belielk,  distilled  in 
the  rainbow-hued  asceticism  of 
Sufism,  could  contain  the  mean- 

ing of  the  life. 
Winslet's  ruddy-cheeked,  quest- 

Ing-eyed  heroine  drags  her  two 
little  fprls  from  Marrakech  to 

coast,  then  from  coast  to  a   com- 
mune-style palace  nm  by  a   grey- 

ing Pierre  Ciementl  (former 

incarnation  of  counter-canems  in 
Bette  cbi  Jour  and  P^isty),  finally 
back  to  Marrakech.  One  girl  gets 
left  casually  behind,  thouih,  to 
be  abducted  later  and  brain- 

washed by  a   Twait  Phri««a^  mia. 
Sionary.  Winslet's  finest  moment 
is  to  scour  the  eountiy  Ibr  her 
and  then  bawl  all  hell  at  the  mis- sionary. 

Finally  we  are  back  in  the  dty, 

among  the  snake  channers  and 
street  cartwheelers.  one  of  whom 

becomes  £CWs  handsnwj^  lover 

(Said  Tagbmaoul).  before  we 
rediscover  sense  by  lying  bads 

and  thinlring  of  TSnglatkH 
MwcKhmoa,  who  used  to  he  a 

touch  stiff-and-stagey  as  a   dire& 

tor  iThe  Playboys'i,  Is  wonder- 
fully fluid  here.  Dream  seQuencea 

are  wov&i  from  the  -canig  high- 
colour  cloth  as  dally  events:  off- 

hand comedy  in  off-cen- 
tre parts  of  the  wide  screen,  like 

one  daughter’s  hilarious  stnigi^e 
to  loop  a   turban;  and  there  are 

eiwressionist  ingenuities,  uv*  the 
boonet-perefaed  camera  dtudder- 
ing  in  time  to  the  eyelids  of  the 
sleepy  driver  it  is  watching, 
before  his  truck  slews  off  the 

road. 
like  truck,  like  heroine.  This  is 

the  tale  of  a   woman  surviving  a 

aon-fatBl  eristential  skid  an«<  the 
kids  who  almost  crash  with  her. 

They  are  played  with  perfect, 
bewildered  eommonsense  by 
Bella  Riaa  and  Carrie  MuUan. 

two  Alices  trying  to  get  back  out 

of  the  looking  glass.  (“When  1 
grow  up.”  says  one.  “!  want  to  be 
nonnaL'')  The  film  is  Winslet’s 
acting  triumph,  though.  She 
stays  winning  when  every  other 
actress  would  have  lost  us. 

playing  a   woman  who  hasaids 
sense  on  a   daft  throw  of  the  reli- 
gious/splritual  dice.  Maybe  her 

next  role  should  be  as  Eogiand’s ex-football  manager. 
* 

A   good  start  to  February  gets  bet- 
ter. Confronted  with  La  Vila  E 

Bella  (I4fe  Is  Beautiful,  opening 
next  week),  some  normal  people 

have  come  out  in  a   rash  of  censo- 
riousness. Tou  caimot  make 

wistfril  sentimental  comedy  out 

‘When  I   grow  up  I   «nnt  to  be  normal':  Kate  WM«t  magnMeantasIlM  nomaA  metiwr,  wHh  Canfe  Mrian  (right)  and  BoIIb  Rbain  ‘HMaeus  Kinky* 

of  the  concentrarion  camps”  they 
cry  of  Italian  comic  Rt^rt  Benig- 
ni*s  prnewinning  tak  of  a   Jew 
and  his  little  son  trying  to  sar- 
vzve  as  ‘gu^te’  of  Hitler. 

Why  cant  you  make  such  com- edy? You  can  make  black  comedy 
(Miel  Brooks)  or  sentimentalised 
tragedy  (Spielbei^).  Why  not 
Benlgni's  Chaplinesque  shaggy 
waiter  story  about  a   book-loving 
working-class  family  man  in 

small-town  Italsr?  Our  hero's 
response  to  Fascism  starts  as 

benign  incomprehension  -   he 
walks  past  shop  signs  that  say  so 

Jews  and  homosexuals,  ad-lib- 

bing derisive  variant:  “No  C3u- aese  and  kangaroos.  No  spiders 

and  Vmgoths”  -   and  ends  with 
his  sustained  attempt  to  remain  a 

playfol  dad  to  his  child  even  in  a 

doomy,  ash-grey,  studio-built 

sialag. 

The  boy  is  persuaded  that 

everything  is  a   game,  from  food- 

depiTvatiDD  to  people  'disappear- 
ing,' and  that  if  he  plays  well  he can  win. 

Sentimental?  But  what  would 

you  have  done  as  an  Auschwitz 

parent?  Beoigni’s  popeyed,  pixi- 
lated Dace  and  motor^ed  speech- 

petteros  convey  intelligent  per- 
plexity better  than  any  modem 

comic  save  Woody  Allen.  There 
are  hilarious  early  scenes  in 

which  he  masquerades  as  a 

schools  inspector  -   Gogol  with 
extra  giggles  -   or  drops  bis  jaw 

in  response  to  such  state- 

approv^  Oiuggery  as  an  ancle's 
workhorse  being  painted  green 

and  daubed  with  the  words  "Ach- 
hing.  Jewish  horse”.  But  the  real courage  of  Life  Is  BeauBfitl  is  in 

the  final  sequence:  better  than 
Chaplin  or  Spielberg  to  my  mind 
because  it  honours  those  who 

fought  the  grotesque  and  abnor- 
mal by  trying,  a^inst  all  hope 

and  odds,  to  assert  the  norm^ 

and  puiposefilL 

Disney's  A   Bug’s  Life  would 
have  led  the  column  in  a   normal 

week.  Leading  the  column  in  the 
film  -   a   line  of  marching  ants 

made  computer-animation-real  by 

Toy  Story’s  workteam  and  direc- 
tor (John  Lasseter)  -   is  Fllk.  He 

is  clearly  cousin  to  Woody 
Allen's  hero-as-schlemiel  in 
DreamWorks’  Ana,  beginning  as 
a   food-carrier,  nmning  off  to 

recmit  a   warrior  band  to  fight  a 
deadly  enemy,  finally  winning  a 

princess's  hand. The  word  you  correctly  hear  Is “Snap!''  But  DreamWorks  stole 

the  idea  from  Disney  rather  iban 
vice-versa.  A   Bug's  Life  is  not 
quite  so  good  to  lau^  at  but 
much  better  to  look  at  Tliere  are 

giant  cornstalks.  Empire  State- 
sixed  flowers  and  ant  tunnels 

without  end  like  a   perfect  world's 

Jubilee  Line  CYou  will  go  to  the Dome”).  As  for  the  flying  or  fight- 

ing insects,  they  are  sensational. 
Highest  points  go  to  the  Hungar- 

ian caterpillar  (Peter  Lorre's 

voice  In  Sydney  Greenstreet’s 
body),  the  balff  aphid  with  the 
silly  grin,  the  evil  grasshoppers 
who  rest  up  between  massacre 

in  a   Wild  AmcA-style  "klexico", 
actually  an  abandoned  sombre- 

ro.. .   Oh.  give  them  all  highest 

points.  And  don't  leave  before  the final  credits  which  contain  the 

best  joke  of  all The  dismaying  Living  Out 

Loud,  starring  Danny  DeVito  and 
Holly  Hunter,  is  based  on  two 

stories  by  Anton  Chekhov.  Did  he 
give  permission?  The  Russian 
would  surely  have  drawn  the  line 
at  seezmrist  Richard  LaGravenese 

(Tfte  Bridges  Of  Afadtson  County, 
The  Horse  n^fsperer)  turning 
“The  Kiss"  and  ‘’Misery”  into 

poUticaUy  correct  Hollywood  pap 

for  his  writing-directing’ debut Hunter  is  the  rich  divorcee 

detomined  to  find  heReff,  even if  that  means  loving  and  then 

chucking  Danny  DeVito’s  enam- oured lift-operator.  Meanwhile 
she  buddies  up  to  bar  singer 

Queen  Latifah,  a   sort  of  hire-by- the-nigbt  earth  mother  of  female 
liberation,  black,  lesbian  and 
funky. 

The  film  begins  with  brief 
gusts  of  promise,  including  a 
clever  illusory  suicide  scene,  but 
ends  in  maudlin  pc  moralising. 
LaGravenese  should  stick  to 

horses  and  bridges  or  go  back  for 
inspiration  to  his  first  movie, 
which  really  did  strew  Intelligent 
modem  romance  through  New 
York:  The  Fisher  King. 

Pecker  is  barely  better.  John 

Waters,  the  rude  bard  of  Balti- 

more. once  gave  us  Pink  Flamt^i- goes  and  Female  Troubles,  guar- 
anteed to  send  Aunt  Edna 

screaming  to  a   mental  home  or 

your  money  back.  Since  becom- 
ing mainstream,  however,  with 

Hafrsproy,  Serial  Mom  and  such. 
Waters'  cinema  has  become 
watered  down.  Pecker  tells  of 

candid-snaps  amateur  pbotogra- 
pher  Edward  Furloi^  (the  T2  boy 

now  grown  up)  and  the  outrages 
he  visits  on  polite  Baltimore society. 

There  are  pompous  middle- 

aged  women,  "fiinny"  homosexu- als and  a   granny  with  a   talking 
Madonna  statue.  At  the  end  our 
hero  turns  down  a   Whitney 

Museum  exhibition  in  New  York, 

instead  inviting  critics  and  Wbit- 
neyites  to  a   rude  wake  ches  soi. 

The  toast?  'The  death  of  irony.” 
Ilie  moral:  It  takes  a   dead  body 

to  know  one. 

Much  squalor,  little  irony 
OBITUARY  PAUL  MELLON 

op™ 

DAVIDMURRAY 
LidQ 
Randais  Open 

The  Dnt  operatic  production 
by  Ivo  van  Hove,  already  a 
notable  theatre  director  in 

Belgium,  is  for  the  Flanders 

Opera:  Alban  Berg's  haunt- ing. intricately  wrought 
Luhi.  His  staging  has  its 
strengths,  and  musically  the 

performance  is  flrSt-cla^  as 
conducted  by  Bernhard  Kod- 
tarsky  with  singm  who  can 
do  satisfying  justice  to 

Berg's  vocal  lines.  Ihey  can 
all  act.  too.  DeOiitely  vaut  It 
voyage,  to  Antwerp  this 
week  or  to  Ghent  the  next 

If  you  detect  a   note  of  oral- 
ness, it's  only  because  this 

Luta  is  not  particularly  mov- 

ing -   though  of  course  har- 
rowing at  its  grisly  end.  Van 

Hove  seems  to  imagine  ImIu 
as  a   romantic  novella  set 
amid  sordid  circumstances 
and  directs  the  tale  quite 
straight,  with  lashings  of 
squalor  but  virtually  irony- 

free.  unlike  Wedekind's  orig- 

inal texts  or  Berg’s  score. A   crucial  vein  of  very 
black  comedy  is  lost,  and 
with  it  some  dlmwistons  of 
the  main  characters.  This  is 

an  opera  about  qradfle  fin- 
de-eiide  decadence,  which 
involves  sdf-mocking  hypoc- 

risy all  round.  Van  Ifove's vex^n,  with  a   lot  of  gross 

cxotdkgnbUng  in  the  Act  3 

party  to  emphasise  how  sor- did things: have  become, 
makes  it  a   simpler  Mnd  of 

gangster-story. 
Besides,  van  Hove's  pro- 

duction is  "designer-led”, 
dominated  by  Jan  Verswey- 
veld's  tiers  of  metal  cages, 
like  a   huge  warehouse.  They 

really  are  cages  in.  the  Pro- 
logue, where  the  principals 

are  introduced  as  dreus  am- 
mais;  later  they  become  the 

walls  of  the  Painter's  studio, 

the  bookcases  of  Dr  SchOn's 
libiaiy,  a   oourtyard-witb-bal- 
conies  for  Lulu's  Parisian 
birthday  party,  and  finally 

the  grim  industrial  waste- 
land. where  her  brief  career 

as  a   prostitute  crashes. 
But  they  never  suggest  a 

Tespektabel”  milieu  where 
hypocrisy  thrives  -   only 

rough,  late-20th-century 
locales,  with  no  furniture 
but  crude  circus-stands. 
Wedeitiiurs  social  satire  and 
critique,  precisely  dated 
before  the  first  world  war 

when  public  manners  and 
mores  were  different,  loses 

its  roots.  And  for  the  trea- 
sured portrait  of  Lulu,  which 

follows  her  wherever  she 

goes,  van  Hove  subetitutes  a 
video  film:  a   clumsy  and 

tiresomely  implausible 

device. 
Yet  the  visible  action, 

despite  the  gimmickry, 
remains  strong  and  clear. 

Constance  Hauman's  pretty, 

preening  sexpot  of  a   Lulu  > 
no  mystery  about  her  -   is 
gorgeously  sung.  So  are  all . 
her  besotted  lovers:  Guy  de 

Mey^  hapless  Pamter.  David 

FfttmanJennio^'  Dr  SebOn. 
gaunt  and  stern,  his  son 
iflwa  (Christopher  Lincoln, 
less  disesptri  than  he  mi^t 
be  but  Intrepid  in  lus  high 

register).  Grant  Dickson  as 
seedy  old  Schigolch,  and 

above  all  Susan  Kefcley’s 
brave,  touching  Countess 
Geschwita. 

These  accomplished  prtnd- 

f 

Devoted  to  art  and  the  turf 

Gorgeousljr  stK9  Constance  Haunen’s  pretty,  preeieng  sexpot  of 

■   Lufai  wfth  Chrfsteptier  Unootn  m   DrSdiBn'e  son,  Aiwa 

pals  are  backed  by  a   sterling 
team  in  the  lesser  roles, 

mostly  doubled  or  tripled  as 
Berg  wanted.  Werner  van 
Mechelen's  Athlete,  John 

Graham-Hall’s  horrid  Mar- 
quis Oulu's  would-be  pimp) 

and  Piet  Vansichen's  huge, 

greasy  Banker  are  outstand- 
ing cameos.  If  one's  withers are  not  much  wrung,  the 

music  is  constantly  ravish- 

iog,  rendered  with  love  and 
cogeut  sympathy  by  K   on  tar- 

sky.  And  Friedrich  Cerha’s “completion”  of  Act  3   still 
seems  a   miracle,  the  greatest 

musical  rescue  of  the  cen- 
tury. 

krifiw  perfonnanees  in  Ant- werp fobniaiy  4   and  7   (maQ  ; 
in  ewnt,  Fetaniary  13,  16^  18. 

21  (maQ  and  23. 

Paul -Mellon,  who  died  on 

Tuesday  at  bis  home  in  Vir- ginia aged  91,  was  a   great 
lover  of  xaceborses,  of  art, 

and  of  Britain.  Heir  to  his 

banker  fetber  Andrew’s  bil- lions, be  decided  early  on 

that  be  had  no  vocation  for 
business  and  instead 

devoted  bis  life  to  philan- 
thropy. Be  is  estimated  to 

have  given  away  over 

S600m,  roneb  of  it  to  educa- tion but  a   great  deal  to  art 

His  greatest  benefaction. 
1167m  in  1977,  was  to  endow 
an  institution  which  com- 

bined all  three  of  his  pas- 
sions: the  Yale  Centre  for 

British  Art  at  bis  old  nuiv«v 
sity.  Bis  first  porchase. 
while  a   student  at  his  other 
alma  mater,  (3are  College, 

Cambridge  in  1935.  was  a 
Stnbbs  equestrian  painting; 

later,  be  endowed  the  Yale 
centre  the  finest  collection 
of  British  art,  ranch  of  it 

equestrian,  assembled  this century. 

He  was  foUowing  in  a   fam- 
ily tradition.  Andr^  Mellon 

bad  been  instrumental  in 

creating  the  National  Gal- lery of  Art  in  Washington, 

giving  it  his  art  coUecUon. When  Andrew  died  in  1937. 

Pan]  pushed  through  the construction  of  the  gallery, 

which  opened  in  1941.  Be 
was  subsequently  its  presi- 

dent and  chairman  and 
financed  the  addition  of  the 
East  Building  in  1976,  as 
well  as  giving  the  gallery 

many  great  paintings. 
Late  in  life  Blellon  added  a 

love  of  the  Impressionists  to 
bis  fondness  for  British  art; 
Yale  received  much  of  this 

collection.  Howevm',  to  the 

end,  his  homes  were  fur- 
nished with  great  paintings 

by  Cezanne  and  (Constable, 

Van  Gogh  and  Gainsbor- 
oogb.  Bonnard  and  Stubbs. 

Sotheby's  and  Christie's will  be  ̂ og  to  discover  how 
much  of  the  art  has  been 

bequeathed  to  institutions and  bow  much  to  his  family >   and  whether  they  are 

planning  to  sell  it  on  to  a 

quality  starved  art  market The  British  art  world  has 
benefited  greatly  from  Met 

-Jon’s  generosity.  The  Tate 

and  the  ntzwilliam  received 

major  bequests  and  he  also 
established  the  Paul  Mellon 

Foundation  for  British  Art in  Bloomsbury. 

One  example  of  bis  gener- 

osity concerns  Stnbte'  two great  paintings  of  reapers 
and  haymakers.  Mellon  was 

hoping  to  eiqiort  tiiem  to  the US  when  he  learned  tbat  the Tate  was  launching  an 

appeal  to  keep  them  in  the UK.  He  anoBjiaoizsIy  gave 

the  Tate  fonr  works  by 
Vnillard  to  auction  off.  Hie 

£100,000  still  needed  was 
raised. 

But  for  all  his  eye  for  a 

great  painting  it  was  per- 
il^ horse  flesh  tiiat  excited Mellon  most  His  greatest, 

and  most  profitable,  invest- 

ment was  Mill  Reef,  consid- 
ered by  many  to  be  the 

greatest  race  horse  of  its 
generation,  and  the  winner of  the  Derby,  and  many 
other  Clamic  races,  in  1971. 

Antony  Tliomcroft 

INTERNATIONAL 

Arts 
Guide 
AMSTERDAM 
OPERA 

Nttherfanda  Opera,  Het 
Mtgitktheater 

ref:  37-2D-55T  B911 

(barmen;  by  Bizet.  New  staging 

by  Andreas  HovnoKt,  conducted 

by  Edo  de  Waait.  The  designs 

are  by  Wolfgang  (aussrnam  and 
Gabriele  Jaenecke,  and  the  cast 

includes  Camien  Oprisanu  and 

Martin  Thorrqaeon;  Feb  6, 9 

BARCELONA 
EXHiemoN 

Fundacid  Joan  MM 

ref:  34-93-329  7908 
aninvJ)cn.i!invo.ee 

Magritte:  cehbratlng  the 

centenary  of  the  sftist's  bkth. Includes  over  90  psintings  and 

50  photographs:  to  Fab  7 

BERLIN 
CONCBTT 
Kenaarthaus 

Tab  48-30-iO3OS0 

Berim  Symphony  Orcdiastra: 
conducted  by  Slafor  Inbal  In 
ivorks  by  Lisri.  Vlffih  mesb 

soprano  Doris  Soffel  and  pianiste 
Donald  Suteen  and  Enrico  ^rae; 
Feb  6 

OPERA 
Deutsche  Oper 

Tel:  49-30-34384-07 
•   Fausb  by  Goimod.  Conducted 

by  S^mstian  Lang-L^ng  in  a 

staging  by  John  Dew;  Feb  4 
•   Manon:  by  MasseneL 
Conducted  by  Sebastian 
Lang-Lessing  In  a   staging  by  , 

Cesire  Usvi;  Feb  5 

BRUSSELS 
CONCERT 

Palais  das  Beaux  Arts 
San  Francisco  Symphony 

On^iastra;  oonduded  by  Michaef 
Tilson  Thorhas  in  works  by  Ives. 

CanteloLibeand  Prokofiev,  with 

soprano  Christine  Brewer; 

Feb7 

OPERA 
La  Mormale 

Tel:  32-S-229  1211 
hteebeth  of  Mtsenslc 

conducted  by  Antonio  Pappano 

in  a   new  staging  by  Stein  Winge, 

sets  by  Bttraft  Dugardyn 
'and  coshmias  by  Jorge  Jaw 
Feb  5.  7. 10 

CHICAGO OPBUV  . 

Lyric  Opm  of  CMcaflO 
Tel:  1S12-332  2244 
wwwJyricopae.org 

Romto  et  JuHette:  by  Gounod. 

Conduct  by  John  Nelson  in  a 

staging  dkectsd  by  Niccrias 

Jo6l.  ihe  cast  stars  Roberto 
Alagna  and  Angela  (3heoigiu; 

FRANKFURT 
CONCERT 
Alts  Oper 

Tel:  49-69-134  0400 
San  Francisco  Symphony 

Orchestra:  conducted  by  Michael 
TUson  Thomas  in  works  by 

Barber  and  Mahler,  wfth  vioGn 
sokMst  ^   Shaham;  Fab  6 

GLASGOW 
OPERA 

Theatre  Royal 

Ten  44-141-332  9000 

Scottish  Opera;  Der 
Rosenkavafier,  ^   R.  Stimtss. 

New  string  by  David  McVicar, 
conduct^  by  Richarci 

Armstrong.  The  cast  indudes 

Joan  Rodgers  Feb  6 

HANOVER 
CONCERT 

Grosse  Musfichalle San  Francisco  Synphony 

Ordiestra:  conducted  by  Michael 

'Tiison  Thornes  in  works  by 
Mendelssohn  «srd  Mahler,  with 

sdoist  G3  Shaham; FebS 

HOUSTON 
THEATRE 
Houston  Grand  Opera, 

Wortham  Center 
Tel:  7-713-2272787 
wwwJtgojcom 
A   LiUe  Ni^  Music:  by 
Sonefomm.  Grant  Gallon 
conduds  a   production  by 
Mtdmd  Leeds,  with  a   cast 

ktcfudlng  Frederica  von  Stade, 
Thomas  Alien  and  Sheri 
Greenawald:  Feb  6,  9 

LONDON 
CONCERTS 

Barbican  Hall 
Ten  44-171-638  6891 
•   London  Symphony  Oohestra: 
conducted  by  Colin  Davis  in 

works  by  Bgar,  Bertdk  and 
Beethoven,  with  vkriin  soloist 

Sarah  Chang;  Feb  4 
S   Lerxion  Symphony  Orchestra: 

corxiucted  by  ̂lin  Davis  In 
worte  by  Be^oven  and  Elgar, 

with  piano  soloist  Richard 
(acxxiB;  Feb  7 

Royal  Festival  Hall 
Ten  44-171-960  4242 

Royal  Cohcertgebouw  Ondiestra: 
conducted  by  Riceardo  Chailly  in 

works  by  Brahms  and 
Schoenberg,  with  violin  sohxst 
Vedim  Repin;  Feb  4 

MUNICH 
CONCERTS Phiiharmonle  Gestetg 

Td:  43-39-5481  8181 
%   Phitharmortie  FMtwang  Essen: 

in  works  by  Bach  and 
Beethoven,  with  violin  soloists 

Kennedy  and  Peter  Daniel; 

•   Symphonleorchester  des 

Bayerischen  Rundfunks: 
cor>dLiCted  by  Lorin  Maazef  in 
works  by  Mozart  and  Bwkner, 

with  piano  sotdst  Munray 

Perahia;  Feb  4 

EXHIBmON 

Haus  der  Kimat 

Tel:  49-89-211270 
The  Night  ex(^ng  the 

development  of  the  nocturne,  or 

night  time  scene,  in  western  art 
from  the  15th  to  the  20th 
century.  Includes  early  examples 

by  artists  including  Cranach, 
baroque  works  by  Caravaggio 

and  his  followers,  and  works  by 

the  German  romantics.  Other 
artists  represented  Include  Goya, 
Munch,  Max  Ernst  and  Magritte; 

to  Feb  7 

NEW  YORK 

EXHIBmON 
Guggenheim  Museum Tel:  1-212-4233500 

www.guggenheim.org 
Picasso  the  War  Years 

1937-1945;  more  titan  75  works  - 

paintings,  sculpture  and  works 

on  paper  -   which  together 
exfirfore  Picasso's  response  to 

the  period  which  begw  wltii  the 

^)anish  Civil  War  and  ended 
wfth  the  liberation  of  France. 
Includes  major  public  and  private 
loans;  from  Feb  $   to  May  9 

OPERA 
Metropolitan  Opera,  Lincoln 

Center 
Tel:  1-212-362  6000 
www.metopera.org 
Moses  and  Aron:  by  Schoenberg. 

Ctraducted  by  James  Lerine  in  a 

staging  by  Graham  Nrick,  with sets  and  costumes  by  Paul 

Brown.  Cast  includes  PhlHp 

Langridge  arxl  John  Tomlinson; 

FebB 

PARIS 
CONCERTS 

SaDe  Pieyel 

Tel:  33-1-4561  6589 

•   Orchestre  de  Paris: 

cortducted  by  Frans  Bruggen  in 

works  by  Beethoven,  Hummel 
and  Schubert,  with  piano 

soloist  Marie-Josephe  Jude; 

F<eb4 
•   Orchestre  de  Paris: 

conducted  by  Frans  Bruggen  In 

works  by  Ba^,  Mozart  and Mendelssohn;  Feb  10 

EXHIBmON Grand  Pafais 
Tel:  33-1-4413  1730 

Un  ami  de  cazanne  et  de  Van 

(3ogh:  le  docteur  Gachet 

(182B-1909).  ExhiMion  devoted 
to  the  doctor  and  painter  who 
was  a   friend  to  Cezanne,  Pisarro, 

Monet  and  Renoir  as  well  as  to 
Van  Gogh,  who  famously  spent 

the  last  weeks  of  his  life  with 

Gachet  at  Auvers-sur-Oise;  to 

Apr  26,  then  transferring  to 

New  York 

OPERA 

TTiAStre  des  Champs  Etysees 
Tel:  33-1-4952  5050 

Op^ra  National  de  Lyon:  Zelmira, 

by  Rossini.  Conducted  by Maurizk)  Benin!  in  a   staging 

Yannis  Kdekos.  The  title  role  is 

sung  by  Mariella  Devia; Feb  10 

TAMPERE 

EXHIBmON 
Sera  Hlltfon  Art  Museum 

Tel:  3583-214  3134 
www.^pera.fl/hikten 

Tony  Gragg:  33  sculptures  and  a 
large  number  of  drawings  by  the 
British-bom  artist,  rraw  worldng 

in  Germany.  The  works  on 

di^}lay  are  from  the  period 
1988-1998;  to  May  9 

TOKYO 
CONCERT Suntory  HaO 

ref:  81-3-3584  9999 

National  Symphony  Orchestra 

Washington:  corKlucted  by 
Leonard  Slatkin  in  works  by 
Bernstein,  Takemrtsu.  Copland 

and  Mu^ori^ky,  with  clarinet 
soloist  Richard  Stottzman; 

FebB 

TV  AND  RADIO 
•   WORLD  SERVICE 

BBC  World  Servics  radio  for 

Europe  can  be  recced  in 
western  Europe  on  medium  wave 
648  kHZ  (463m) 

EUROPEAN  CABLE  AND 

SATELITTE  BUSINESS  TV 

•   CNN  IntemationaJ 

Monday  to  Friday,  GMT: 
06.30:  MoneySne  wfth  Lou  Dobbs 
13J30:  Btminess  As^ 

19.30:  World  Business  Today 

2230;  World  Bu&ness  Toefay 

Update 

•   Business/Maricet  Reports: 

05:07;  06:07;  07:07;  08:20;  09.‘20; 10-30: 1120: 11:32;  1220;  1320: 

1420. 

At  08:20  Tanya  Beckett  of  FTTV 

reports  live  from  UFFE  as  the 
London  market  opens. 
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COMMENT  &   ANALYSIS 

SAMUEL  BRITTAN 
ECONOMIC  VIEWPOINT 

Primitives  return 
Rscal  policy  is  threatened  by  a   crude  obsession  wfth  Budget 
balance  that  ignores  business  fluctuations 
At  first  glance  the  outlook 
for  the  UK  Budget  is  pretty 
satisfactory.  This  is 
su^ested  by  the 
Independent  proieetions  in 

the  "Green  Bud^t" 
presented  by  the  Institute 
for  Fiscal  Studies  together 
with  Goldman  Sachs  and 
also  by  other  studies. 
Gordon  Brown,  the 

chancellor,  now  concentrates 
on  two  main  measures  of 
balance,  the  surplus  on  tiie 
current  Budget  and  the 
public  sector  debt  ratio.  The 

aim  is  to  achiet'e  a   current 
surplus  in  a   normal  year, 
with  fluctuations  around  it 
in  the  course  of  the  business 

cycle. 
The  Green  Budget  projects 

a   bare  current  balance  in 

1999-2000,  followed  by  small 
deficits  in  tire  following  two 
years,  ofEset  by  equivalent 
surpluses  later,  lire  public 
sector  debt  ratio  is  expected 
tofhl). 

Other  measures  seem 

equaUy  satisfactory.  Public 
sector  net  borrowing  is 
erqrected  to  be  slightly  below 
1   per  cent  of  gross  domestic 

product  in  the  coming 
financial  year.  This  is  the 
measure  most  nearly 
equivalent  to  the  one  used  in 
the  Maastricht  conditions, 
which  impose  a   limit  of  3   per 
cent. 

It  is  true  that  the  Green 
Budget  authors  suggest  that 
there  is  little  room  for  net 
tax  remissions  and  advocate 

a   "neutral"  Budget  This 
advice  is  based  on  the 
expectation  that  in  an 

economy  "flirting  with 
recession"  tire  economy  vdU 
be  stimulated  by  further 
falls  in  interest  rates,  down 

to  perhaps  4*4  per  cent  by 
the  end  of  ne.vt  year. 

Hardened  Bu^t-watchers  : 
will  turn  early  to  the  section 
of  the  Green  Budget  on 

“what  can  go  wrong".  There 
are  no  prizes  for  guessli^ 
that  It  is  the  the  threat  of  a 
recession  a   good  deal  worse 

than  the  slowdown  to  pm* 
cent  growth  assumed  in  the 
central  forecast  There  are 
obvious  risks  from  further 
trouble  in  Latin  America. 

Russia,  Japan  or  south-east 
Asia.  Ihe  biggest  danger  of 
all  Is  the  Hwia  bomb  titling 
away  In  the  US  stodr 
maiket 

But  the  point  on  which  I 
wish  to  concentrate  here  is 

the  primitive  reaction  to  the 
risks  of  such  a   deterioretion 
fkDm  many  and 
other  commentators. 

The  Green  Bud^ 

helpfully  presents  an 
alternative  projection  based 
on  a   reasonably  severe,  but 
for  from  worst  case,  forecast 
in  which  output  fidls  by  1 

I   per  cent  ha  the  fiscal  year 
19994000  and  then  very 

I   slowly  recovers.  This !   alternative  shows  public 
I   sector  net  borrowing  moving 
to  well  above  tlte  Maastricht 
three  per  cent  early  is  the 
next  century.  Worse  still  is 
the  prqjeetion  of  the  net 
iniblic  sector  debt  Qn  the 
recession  basis,  so  ̂    from 
dipping  below  40  per  cent  it 
rises  rapidly  to  neaiiy  45  per 
cent  the  year  after  next  and 
reaches  51  per  cent  by  2003. 
Nevertheless  the 

widespread  belief  that  in  the 
foce  of  an  economic 

deterioration,  Mr  Brown 
would  have  to  increase  taxes 

or  cut  hia  public  spending 
plans  is  crude  beyond  beliet 

There  is  never  a   complete 

amfing  Tnat*ri\. economists  on  anything  But 

there  is  a   waai*  cnrlBaTtg^^s that  the  target  balance  for 
the  Budget  should  be 
achieved  in  a   normal  year  or 
over  the  whole  of  a   business 
cyde.  In  bomn  years.  Budget 

surpluses  should  not  be 
"given  avmy”  and  in  years  of 
slump  deficits  should  be 
accepted.  In  other  words  the 
built-in  stabilisers  should  he 

allows  to  cushicm  the 
efibcts  of  the  cycle. 

Even  many  economists 
who  are  very  suspicious  of 

j   ncpgl  demand  Wianagamawt would  still  stqgKHt  a   balance 
over  a   complete  eyde  on  the 

grounds  that  firequmit 

,   diangtt  in.  tax  rates  are ixonecessarflydistuiiiing.lt 
is  better  to  fix  rates  fitnn  a 

long-tenn  pdnt  of  view,  just 
as  individual  families  would 
be  justified  in  seeing 
tiirough  botti  good  and  bad 
years  on  the  bads  of  some 
idea  of  th^  long  run incomes. 

It  is  therefore  alarming 
how  much  these  dementaiy 
points  have  been  lost  sl^ 
of  in  the  obsession  with 
short-term  fiscal  balance 
whldi  has  arisen  as  a 

combined  by-product  at  the 
Maastricht  criteria,  and 

domination  of  economic 
crnnirHmt  by  market 

analysts. 
Aithftugh  I   have  takmi  the 

UK  position  as  my  reforence. 

the  point  applies  elsewhere. Next  tima  anyone  tells  you 

at  hmch  that  some  countries 
in  the  euro  group  are 

weakening  in  their 
commitment  to  fiscal 

stability.  Just  ask  whether 
he  is  speedting  on  a 

cyclically  adjusted  basis. 
That  sbould  lead  to  a   cbange 
of  subject  before  coEEee. 

&i  the  US  the  argument 

applies  in  revase.  Much  of t^  nniwiMtail  disCUSSiOD  On 

bow  to  use  the  Budget 

surplus  is  premature,  as  it  is 
bas^  on  the  dubious 
aggumpHnn  that  a   large 

surplus  is  here  to  stay 
instead  ctf  bdng  the  product 

of  an  »Tigii»taiT,ahlB  hnnm. 
Admittedly  there  are 

many  countries  that  cannot 
go  far  in  the  way  of  cyclical 

adjustment  to  their 
budgetary  plans  either 
because  their  underlying 

position  is  too  weak,  or 
because  intematioDd 

economies  is  so  low  that 

tb^  cannot  afEtod  to  take 
risks  with  market  sentiment 

This  is  all  the  more  reason 
that  the  western  economies, 

wlxase  govemments  and 
central  banks  give  a   lead  in 
the  Ibrmation  of  that  vei7 
sentiment  diould  adopt  a 

,   more  rational  view  of  what prudence  involves. 
The  UK  govonment  does 

accept  that  fiscal  prudence  is . 
a   matter  for  a   whole 
butiness  cycle  and  has 
presented  cyclically  adjusted 
estimates.  The  Green  Book 
authors  have  revi^  these 
and  still  show  an  adjusted 
current  balance  for  the  years 

ahead,  whidi  by  definition 
would  be  very  little  affected 
by  even  a   severe  recesrion. 
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Unfortunately  on  most 

occasions  the  chancellor  has 
not  thee  estimates  bat 
has  instead  insisted  that  the 

crude  numbers  will  stfll  be 
in  balance  even  on  more 

p^sindstic  variants  of  the 
Treasury’s  projections.  I 

h^  he  does  not  have  to learn  the  hard  way  that  both 
boom  and  bust  can  go  much 

farther  than  any  official 

forecast  would  dare  to 

project 
Cyclically  adjusted estimates  of  the  Budget  are 

often  mistrusted  because 

they  are  highly  uncertain. 
But  the  question  is  whether 
they  are  better  than  nothing. 
Moreover  the  uncertainties 
^mut  eyeiically  adjnstments 
are  no  greater  than  those  for 
the  cru^prcjecticms. 

The  oneniffe  Gremi  Budget 
error  in  fnecasti^  public 
sector  borrowing  two  years 

ahead  has  been  £l&6bn.  or 

1.4  per  cent  of  GDP.  The correct  inference  is  that 

governments  should  aim  at  a 

surplus  in  normal ncm-recession  yeais  koge 

maou^  to  ofbet  error  and 
wishful  thinking. 

The  built-in  stabilisers  are 
sometimes  criticised  from 

the  opposite  directioxL Enthusiasts  for  fisdd  pcfliqy 

often  say  tiiat  the  extent 
stinnfote  or  slwaldnol 

depend  on  the  accident  of 
margitta}  tax  rates  or  the 
size  of.  the  public  sectw  but 
on  the  overall  econmxdc 
outlook.  The  argument  for 
the  buflt-ih  staUlisars  Is  one 
for  rules  rather  than 
discretion.  They  allow  some 
automatic  cushioning  when 

the  economy  goes  into 

recession  without  tifha’  the 
delays  or  the  eventual 
overreaction  which  can  be 

expected  ftom  ministerial 
discretion.  Moreover  the  use 
(tf  these  stabflisma  goes  with 

I   the  gtain  of  people's long-term  income 
expectations  and  does  not 

unpose  tax  changes  whitfo 
rational  dtizmis  would 

expect  to  see  reversed. 
The  planned  popular 

version  ofthe  Budget  would  i 

bemoney  w^qpentifit  ' traded  a   few  paragraphs 

from  Labour's  usual  mantra 

about  public  services  and 
fairness  for  an  aduH 
expedition  of  thing  things: 
how  fiscal  prudence  can  be 
ccmsisteiit  wttii  bat^et 
deficits  and  how  these  voxs 
be  indeed  necessary  if  the 

stronger  countries  are  to 
sustain  the  world  economy. 

PERSONAL  VIEW  HENRY  KAUFMAN 

Too  much  on  their  plate 
Managing  banks  has  become  nigh-on  Impossible  because  of  the  complex  nature  of  today's  financial  markets 

The  ability  of  senior 
managers 

 
to  man- 

age leading  finan- 
cial institut

ions  
is 

being  strained  by  the  com- 
plexities of  modem  financial 

markets. 

The  tasks  of  senior  manag- 
ers used  to  be  easier.  &nme- 

diately  after  the  second 
world  war,  interest  rates 
were  not  particularly  vola- 

tile and  financial  markets 
were  segmented.  Banks 
made  business  loans:  thrifts 

pro%ided  mortgages;  insur- 
am’e  rarapanies  wrote  insur- 

ance policies;  mutual  funds 
were  a   minor  curiosity;  and 
pension  funds  were  inconse- 

quential. Tho  whole  fabric  of 
financial  regulation  was 
designed  to  enstire  that  insti- 

tutions remained  profitable 
most  of  the  time. 

This  permitted  more  inti- 
mate relationships  between 

creditors  and  d^ors.  Com- 
mercial and  investment 

bankers  thought  of  them- 
selves as  a   source  of  support 

for  their  clients  even  in  trou- 
bled moments.  They  expec- 

ted and  got  access  to  ronfi- 
dential  information.  For 

their  part,  corporate  treasur- 
ers felt  financial  relation- 

ships should  have  a   high 
degree  of  permanence. 

In  contrast,  today's  finan- 
cial world  -   though  extraor- 

dinarily flexible  and  innova- 
tive -   is  hard  to  mansi^. 

and  getting  harder.  Think  of 
the  huge  diversit)'  of  new 
financial  instruments.  The 

length)'  list  would  start  with 
negotiable  certificates  of 
deposits  and  the  eurodollar 
market,  and  would  indude 

derivatives,  zero-coupon 
bonds  and  asset-backed 
securities  of  endless 
variety. 

.At  the  same  time,  there  is 

A   prodlgloiis  array  of  institu- 
tions that  were  of  limited 

importance  30  years  ago, 
even  if  they  existed  at  all. 
These  include  private  pen- 

sion funds,  state  and  local 

retirement  funds,  govern- 
ment-sponsored mortgage 

entities  (Fannie  Mae  and 
Freddie  Mac),  indexed  funds, 
and  the  now-infemous  hedge 
fonds. 
The  result  is,  of  course, 

greater  access  to  finance, 
greater  ability  to  take  risk, 
and  a   relentless  quest  for 

short-term  performance.  But 
it  is  a   financial  world  in 
which  older  virtues  -   like 

knowing  your  customer, 
tninimirfng  rather  than  man- 

aging risk,  and  iBamiTig  how 
to  turn  down  a   promising 

but  dodgy  deal  -   bave  been 

eclipsed. 
And  it  is  clear  that  this  is 

not  a   financial  world  that 

helps  nurture  ^fective  man- 
agement control  at  the 

senior  level.  Thme  are  sev- 
er^ reasons  for  this. 

First,  senior  managers  no 
longer  have  much  direct 
involvement  in  the 

day-to-day  activities  of  the 

jump  to  another  institution. 
In  a   well-run  flnaririal  firm, 
there  ought  to  te  a   tension 
between  middle  managers 
constantly  pressing  the  top 

bosses  to  say  yes  to  the  lat- 
est proposition  and  senior 

managers  ^o  look  after  the 

long-term  health  of  the  insti- 
tution. 

Nowadays,  this  tmxsion  is 
being  we^ened.  We  saw 
this  most  vividly  in  the 
recent  lending  by  major 
banks  and  securities  firms  to 
several  large  hedge  frmds. 
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business.  Instead,  middle 
managers  have  become  more 
powerful  because  they  are 
the  ones  on  the  front  line, 

originating,  and  trad- 
ing the  new  Instrummits. 

Because  of  the  nature  of 

compensation  systems,  mid- 
dle managers  tend  to  focus 

on  the  near  tenn,  interested 
in  carving  out  a   chunk  of 
the  h(g)ed-for  gainc  for  per^ 
sonal  reward.  Paradoxically, 
senior  managers  are  often 

paid  less  than  middle  man- 
agement spedalists  in  emtic 

finsneial  derivatives.  To 
some  extent,  this  feet  In 
itself  undennlnes  auUuvity 
within  an  organisatxoiL 
Middle  managers  also 

develop '   technical  prowess 
and  0 obal  rdattonships  that 
give  them  more  indepen- 

dence than  in  the  more 

structured  arrangmnents  of 
the  past  If  they  are  not 
allowed  to  do  what  they  do 

best  -   or  what  they  think 
they  do  best  -   they  can  often 

The  lending  arrangements 
appeared  highly  profitable. 
The  volume  of  trading  gener> 
ated  was  heavy.  The  middle 
managers  naturally  wanted 
to  push  ahead,  and  senior 
managers  could  not  bring 
themselves  to  turn  down  the 
business.  In  the  process,  the 
question  of  risk  got  short 
shrift. 

Second,  the  leaders  of flnanrial  Ingtihiliorw  have  tO 

recognise  and  combat  the 
illusion  that  everything  is 
tradeable.  Such  enviable 

conditions  are  not  a   perma- 
nent phenomenon.  In  the 

past,  institutiems  used  to  buy 
and  hold  securities  and  did 

not  need  to  marie  their  hold- 
ings to  marieet  frequmitly.  if 

ever.  Now,  when  market 

conditions  turn  unfevoura- 
ble  and  accustomed  liquidity 

dries  up,  middle  managers 

often  attempt  to  eammifiagi* the  bad  marketability  by 

simply  marking  to  market 
on  the  basis  of  indicative 

prices  ratho:  than  the  lower 
prices  at  which  genuine 
transactions  can  be  made. 

By  the  time  senior  roanagms 
are  aware  of  the  deteriora- 

tion in  market  conditions, 
it  is  usually  too  late  to 
do  much  about  losing 

positions. Tliird.  the  mathematics  of 
the  financial  business  has 

Increased  in  importance  and 
prestige,  notably  thnn^ 
the  use  of  quantitative  risk 
analysis.  This  computer 
modelling  is  also  the  piquet 
of  middle  management. 
The  ability  to  build  models 

creates  an  illusion  that  there 
is  a   sdentific  basis  to  the 
calculation  of  risk.  But  the 
exactitude  lies  only  in  the 
calculation  of  the  formulas. 
Models  will  invariably  fail  to 

predict  the  future  when 
there  are  sudden  shifts  in 
the  structure  of  the  markets, 
such  as  we  have  seen  in  tlm 

past  year. Therefore,  senior  manag- 
ers must  question  whether 

to  have  faitii  in  models  that 
woriE  profitably  for  a   period 
but  will  surely  be  of  ques- 

tionable value  when  the 
pnatiriai  structure  on  which 

they  were  based  shifts. 
It  is  senior  man^urs  who 

must  he  responsible  for 

knowing  the  history  of  finan- cial mishaps  and  applying 

its  lessons.  They  cannot 
assume  that  middle  manag 
ers  have  much  Camiliarity 
with  past  crises.  This  means 

being  sceptical  about  a   men- 

tality that  asserts  "this  tiTna 
is  different".  Each  genera- 

tion tries  to  uncover  a   new 
paradigm,  in  which  the 
trade-off  between  risks  and 
returns  is  supposedly  better. 

But  as  we  found  out  in  Rus- 
^   ignoring  history  can  be 
disastrous. 

Senior  managers  must 

also  be  tough-minde
d 

in  the  deploymmit 
 
of 

the  capit^  of  a   firm. 

They  have  to  take  the  trou- 
ble to  determine  the  true 

rate  of  return  when  a   proper 

adjustment 
 
for  risk  is  taken 

into  account  They  must  go 

beyond  wbat  models  say 
about  the  measuremen

t  
of 

credit  risk.  They  must  be 

especially 
 
critical  about 

whether  risks  are  oorrelated 

across  markets.  Some  of  this 
can  be  monitored  using  past 

data,  but  senior  managers 
have  to  be  willing  to 

much  worse  outcosnes  than 

are  present  in  the  past  data. 
Finally,  just  as  senior 

Dumagers  have  to  be  wflling 

to  disappednt  some  (tf  th^ 
most  profitable  dealmakers 
and  traders,  so  the  heads  of 
our  official  financial  sito^- 

sory  and  regulatory  institu- 
tions have  to  improve  their 

over^ght.  To  avoid  credit 
excesses,  we  need  an  official 
institution  that  raises  the 
bar  for  the  largest  private 

institutions  in  tenns  of  ri^ 
assessment.  This  is  ueces- 
smy  in  order  to  protect  the 
safety  and  soundness  of  the finanrlal  system  8S  a   Whole. 

Events  of  recent  months 

clearly  indicate  that  central 
banks  have  a   responsibility 
to  securitised  markets  equal 

to  their  traditional  responsi- 
hUities  to  the  hariWng  sys- 
tem. 

This  carries  with  it  certain  j 
broadened  supervisor 

responsibilities.  In  particu- 
lar, monetary  auttoiities  i have  to  be  able  to  inspect  j 

the  risk-taking  of  new  types 

of  finaTi^al  institution  that 
could  have  significance  for 
the  system  at  large.  This  is 
is  not  possible  under  Aelr 

present  powers. For  many  years,  I   have 

proposed  a   substantial  ti^O- 
ening  in  the  system  of  offi- 

cial supervision  of  WnaTirlal markete,  on  the  argument 
that  a   more  deregulated fiTianH.ai  system  requires  a 

more  uniform  and  more  com- 
prehensive system  of  o^- 

sight  This  hei^tened  over- 
sight depends  on  the 

adoption  of  common  stan- 
dard -   accounting  stan- 
dards, disclosure  gtagdaris, 

trading  standards;  and 

underwriting  standards  that 1   bdieve  can  be  ̂ fecQvely 
achieved  only  by  patting  In 

an  official  institution  with 
oversight  globally. 
After  the  events  of  the 

past  year,  many  who  for- 
merly were  sceptical  of  such 

a   proposal  now  accept  the 
need  both  for  better  trans- 

parency and  for  uniform 
standards.  However,  no 

supervisory  system  will 
work  effectively  unless  the 

performance  of  senior  man- 
agement also  rises  to  a   level 

clearly  scgterior  to  what  ft 
hasbten. 

The  author  fa  president  of 

BemyKaufinm&Coi^^eaw,' 
btc 
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LETTERS  TO  THE  EDITOR 

Internet  trading  helps 

stock  price  adjustments 
Ftom  Sir  E^Phair. 

Sir,  Lex  (January  29)  is 
seeing  the  wrong  parallel 
between  the  played  by 

programme  trading  in  the 
1987  crash  and  the  role 
wUdi  trading  on  the  intm^ 
net  could  play  in  a   crash 

today. 

Tlw  root  cause  of  crashes 
is  always  the  same:  liquid 

markets  sometimes  aren't! 
And  the  greater  the  market 
power  oi  those  who  think 
the  market  is  hqmd  and  the 

mme  they  d^iend  on  market 
liquidity,  the  bigger  the 
crash  wiU'be  when  it.comes.. 
On  the  otiier  hand,  the 

:   greats*  the  fear  of  a   i»ice 
crash  feud  the  less  influence 

aniy  group  of  sdlers  has  on the  broad  market),  tire  less 

!   likely  a   crash  becomes. 

In  1987  "portfolio  insur- 
ance" products  led  to  signifi- 
cant market  power  in  the 

twwHQ  qs  a   few  "mechanical" 

hedgms  who  were  absolutely 

rdiant  oa  llqtddfty;  the  dis- ruptions of  the  previous 

mA  and  the  la^  of  efreuft- 
breakers  helped  create  the 
downside  momentum.  There 
was  no  special  news  event 
Since  ttk^  the  only  compa- 

rable dyniunic  in  a   crash 
was  the  one  in  aotimm  1998 
when  a   relativdy  small 
number  of  hitfily  levsaged 

players  became  "mechani- 
cal” forced  sdlers  of  c^at- 

eraL 
Any  crash  in  which  inters net  trading  plays  a   part  will 

likely  only  be  triggered  by  a 
surprise  negative  news  event 

affeetii^  technol(^‘  stocks.' 
because  internet  trading 
makes  tech  stock  prices  the 

product  of  many  thousands 
^   generally  opposing, 

buy/s^  deddons  by  retail 
Investors.  Retail  investors 

axe  priee-talims  with  xm>  mar- 

ket power  and  therefore  can- not cause  a   crash.  Surprise 

news  can  tciggK  a   crash,  but 

intmnet  trading  only  fiaelli- 
tates  price  adjustments  and 

puts  retail  on  an  equal  foot- 
ing with  wholesale  investors. 

The.  problem  today  is  that 

US  Federal  Reserve  chair- 
man Alan  (hreenspan's  call 

of  "irrational  exuberance" 
two  years  now  seems  like 

the  bc^  cry  of  "woIT  and his  comments  about  internet 

stocks  will  be  treated  accord- 
ing. it  is  in  the 

market’s  \utwrest  tlmt  it ' should  now  be  someone 

else^s  call? 

Inefficiencies 

in  Japanese 

production 

Seitbnialr, 

Thatched  Faim, 
Woodlsidge  Road, 
Waldringfidd, 

Suffolk  1P12  4PW 

Farm  levy  is  cold  comfort 
FromiA-FEgdBurtee. 

Sir,  Nobody  seons  kesi  on 

the  principle  of  a   flat-rate levy  on  fbod  shops  in  the  UK 
to  fond  the  Food  Standards 

Agency,  but  fts  effect  will  be 
greatest  in  rural  areas.  It  is well  known  that  many  rural 

shops  eadst  on  a   knife-edge, 
and  £90  could  r^uesent  the 
shop’s  ability  to  employ  a 

sh(g>  asustent  for  a   wedt,  or 
not  It  is  unfortunate  that 

Nick  Brown,  agriculture 
minister,  desoibed  the  £90 
fee  as  "one  sandwich  per 

week",  which  is  cold  comfort 
when  the  bill  comes  in 

on  top  of  all  the  otheis. 
The  bfinistry  of  Agricul- 

ture's coDsulfcatioii  exercises 
has  been  encouratfO^  us  to 
bdl^  that  the  government 

intends  to  listen  to  tlm  coun-. 
tiysl^  and  If.  it  has  been 
listening  at  all,  it  should 
know  that  rural  shops  need 
life  support  measures,  and 

cfosolut^.no  new  burdens. 

I   Ftom  MrHaaoUDoK, 

!   Sir,  One  can.  undentand I   why  J.J.  Boulter  (Letters, 

January  26)  needs  to  v^t 
his  spleen,  alter  all  those 
years  of  bdng  proatiied  at 
about  Japanese  superiority. 

Of  coune  be  is  a^ 
the  difference  between 

Japuk'intooonneeted  soci- 

ety and  our  fragsmted  enn- 
petitive  one.  But  Im  has 
obviously  been  listen^  to 

the  wrong  evai^ellsis. ' 

Japanese  productive  effi- 

dmey,  adiie^  by  its  cos- mitted  employees;  does 

pretty  well  in  terms  of  valqe 
added  per  employee  (at.kcm 
when  domestic  demand  lev- 

els allow  h^  capacity  ntfl- 
isation).  It  also  does  prefty 

wdl  in  terms  of  value  added 
per  unit  of  capital  emplbyed. 
It  delivers  good  wages  and 

job  security  too:  Tfhat  it does  not  do  is  ddivw  hfafr 

profits  and  executive'sala- 
lies,  espedally  tn  recesstons 

like  the  pcea^ona. 
Mitsubishi  Motors  is  cer- 

tainly in  considerable  trou- ble. And  the  feet  that  many 
other  Japanese  executives 

besides  its  president  haninw after  the  sort  of  profit  levds, 
and  the  generous  share  of 

value  added,  that  Mr  Boultm* 
expects  .   and  doubtless 

enjoys;  may  well  be  a   sign 
that  Japan  is  rfwntfng-  They 

may  no  longer  be  able  to 
count  on  the  consdentioas- ncag  that  Tnain»  just-in-tlnie 

systems  workable.  And  they 
had  better  divert  thMr  wdl 
known  capacity  for 

long-term  planning  to  some 
of  the  sort  problems  we 
have,  such  as  coping  with 

everexpamSng  prison  popu- 
lations, for  examjAe. 

Nlg^Bmk^ head  of  poHc7, 

Couniry^e  Alliance, 
The  Old  Town  HalL 

387  ̂ iniiMrton  Road, 
London  SEll  4PT,  UK 

Ronald  Dore, 

London  Sdiool  of 
Economics, 

Centre  for  Economic Pefonnance, 

Robbins  Building, 

Houston  Street, Londcrn  WC2A  2AE,  UK 

NnBib«r  Sootliwark  Bridge,  London  SEl  9HL 
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Nukes  and 
North  Korea 

Peter  Montagnon  asks  whether  easing  sanctions  could 
persuade  FVongy^g  to  curtail  rts  nuclear  weapons  programme 

For  Bill  Taylor  of 

Washingt
on’s  

Cen- 
tre for  Strate^c

 

and  Internati
onal 

Studies  thm«  is  no  doubt  at 
an.  The  nuclear  threat  from 

North  Korea,  he  says,  repre- 

sents the  greatest 
 
security 

risk  to  tile  US  anywhere
  

in Qie  world. 

Mr  Taylor  is  not  ahme  tn 
his  ctmernn.  Masked  by  the 

!   impeachment  furore  and 
i   high  profile  mtemational 
issues  such  as  Iraq  and  Kos- 

ovo, a   sense  of  quiet  alarm 

has  been  gripping  Wasbing- 
I   ton  for  months  over  North 

Korea's  apparent  dettomina- 

tion  to  devdqp  both  nnHe”** weapons  and  missiles  to ddiverthem. 

Until  last  giwniTiflr,  the  US 

and  its  allies  had' comfort  from  a   1994  accord 
under  which  North  Korea 
promised  to  give  up  its 
nuclear  programme  in 
exchange  for  the  irwfaination 
of  "safe"  llgbt  water  power 

generators  not  capable  of . 

producing  weapons-grade. 
plutonium. But  the  accord  was  thrown 

into  jeopardy  last  summer 

by  North  Korea’s  missile 
launch  over  Japan  and  sub- 

sequent revelations  by  the 
US  Defence  Intelligence 

Agency  that  it  was  develop- 
ing an  ondeigroiund  site  that 

could  be  used  for  the  produc- 
tion of  nuclaar  weapooB. 

Since  then,  the  Clinton 
administration  has  been 

stroking  to  keep  the  1994 
arrangement  alive  amid  furi- 

ous accusations  from,  both 
Congress  and  North  Korea 
that  they  have  been  raided. 
The  latest  signs  are  that  tiw 
two  oounbies  are  now  edg- 

ing towiuds  a   new.  agree- ment After  discussions  in 
(Seneva  last  week,  North 
Korea  talked  of  s^nificant 

pn^ress.  But  finding  a   pack- 
age whidi  satisfies  both  Con- 

gress and  North  Korea 
nmaiiis  a   daunting  dial- lenge. 

Senior  admlnlstiatjon  offi- 
cials say  they  htgie  to  revive 

the  1994  accord  by  getting 

Ktwee  to  agree  to  inspections 

of  nudear  sites  and  to  Umit 
missile  development. 

The  negotiations  have been  complicated  .   by  a 

demand  from  North  Kor*w^ 

for  a   8300m  payment  for  a 
one-off  inspection  of  an 

underground  site  near  its 
main  nuclear  complex  at 

Yon^yon  and  the  idnc- tance  of  the  Congress  to 
sanction  a   g35m  appropria- tion needed  to  supply  heavy 

fad  oil  under  the  1994  agree- 

ment. 

Recentiy,  however.  North 
Korea  backed  away  from  the 
8300m  demand,  ff  agreemmit 
can  be.  reached  on  redudng 
tensions  on  the  Kbrom  pen- 

insula, some' easing  of  sanc- tions may  be  posdble. 
Pressure  to  reach  an 

agreement  has  increased 
after  Cmgress  imposed  dteul- 
lines  of  Miardi  1   and  June  1 

res^iectivdy  for  the  niiwtnn 
administration  to  certify 
that  Pyongyang  is  living  up 

to  its  commitment  not  to 
produce  nuclear  weapons 
and  has  curtailed  its  missfle 

jaxigrammeL' 

But  tbe  .detaO  will  need  to 

be  toujgb  to  win  congressio- 
nal «ppnng»i-  nniigiag  Bereu- 

ter,  the  moderate  republican 
who  chairs  the  Asia  sub- 

committee of  the  Ifouse  For- 
eign ASsirs  Cmmnittee,  says 

the  missile  test  is  a   paiticu- 
lar  worry  since  it  has  shown 
Nortii  Korea  could  soon  be 

.   capable  of  firing  missiles  at 
the  continental  US.  That 

changes  tlm  natm  of  the 

security  dd»te:  it  is  no  lon- 
ger just  about  defending 

South  Korea. 
A   way  out  of  the 

may  be  offered  in  a   report 
commissioned  by  the  admin- 
istration  from  William  Perry, 

the  fonntf  US  defence  secre- 
tary. Mr  Perry  has  been 

tight-lipped  about  wbat  be 
will  propose  when  his  report 
is  completed  next  month, 

but  many  expect  hioi  to  rec- 
ommend a   line  doser  to  that 

of  South  Korea's  President 
Klin  Dae-jung. 
Mr  IQm  been  pressing 

the  US  to  ease  sanctions,- 
nonnalise  relations  with  the 
Nmth  and  st^  up  food  aid. 

The  idea  of  eadng  sanetjops 
may  be  controvertial,  but  Mr 

Perry  commands  consider- 
able clout  in  Congress,  ff  he 

endorses  it,  there  is  a   p'hap>;;e 

It  would  gain  support 

Still,  most  believe  any  ini- 
tial easing  of  sanctions 

would  have  to  be  modest, 

confined  for  example  ia  tne 

first  instance  to  the  unfreez- 
ing of  about  $i4m  of  North Korean  money  held  in  US 

banks.  It  would  also  have  to 

be  part  of  a   broader  deal 
which  offered  concrete  mea- 

sures to  reduce  north-south 
tension  such  as  a   redaction 

of  troop  presence  near  the 
border. 
Handled  oorrectly,  easing 

sanctions  could  he  a   way  cf 

assuaging  Pyongyang’s  para- nma..  The  kto  is  that  the 
Kim  Jong-il  regime  mi^t 
become  less  dangerous  if  it 
felt  the  outside  world  was  no 

longer  trying  to  starve  it  to death.  Easing  sanctions 
oould  also  pave  the  way  for 

South  Korean  investment 
and  an  c^imting  up  of  the 

North  Korean  economy  - 
and  even  (some  hope)  an 

eventual  transition  from  dic- 

tatorship. 

Against  that  is  the  fear 
that  any  concessions  would 
simply  amount  to  giving  into blackmail.  Several  experts 
believe  North  Korea  will 
eventually  launch  another 
missiie.  "They  have  a   record 

of  seeking  crisis  for  diplo- 

matic leverage,"  says  Patrt<fa 
Cronin  the  US  Institute  of 

Pe^. 

And  some  admit  that 
North  Korea's  behaviour  has 

a   ghastly  logic.  Contrary  to 
what  most  In  Congress 

believe,  the  1994  agreement 

does  not  provide  for  inspec- tions untfl  the  safe  reactors 
are.  ready  for  delivery,  says 

Selig  Harrisou  aS  Um  Cmx- tury  Foundation. 

North  Korea  does 

not  trust  the  US 

to  deliver 
 
its  ride 

of  the  bargain
 

which.
  
Import

antly 
 
for  a 

r^xne  worried 
 
about  Its  sur- vival, inc

lu^  
the  reo^-

 

tim  implicit
  
in  the  oormali-

 
satiO

Q  
.of  diplom

atic 

relation
s.  

Mr  Harriso
n  

says 

the  govern
ment  

in  Pyong- 

yang Is  prepari
ng  

to  resume its  nuclear
  
progra

mme  
in 

case  it  discove
rs  

the  US  Is not  serious.
 

The  fundament^  flnTi with  the  1994  agreement,  Mr 

Hanasem  concludes,  is  tiiat  it 
appears  to  have  bera  made 
on  the  assumption  that  the 

North  Korean  r^me  would 

coUa^  under  the  weftdit  ̂  
Us  economic  problems  briOre 

any  of  the  conditions  were 
really  tested.  The  snag  for 

Washington  is .   that  - 
regime  is  still  there. 
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US  changes  its 
tune  on  trade 

Making  tracks  for  Japan 
..  The  alliance  between  Gcxjdyear  and  Sumitomo  Rubber  is  the  latest  in  a   number  of  foreign 
acquisitions  of  Japanese  companies.  Our  Tokyo  bureau  examines  the  significance  of  the  trend 

Since  Asia’s  economic  turmoil broke  out,  tbe  US  has  unsettled 
trade  partaers  by  coupUzs  piAaa 
Ibr  open  markets  witb  thfaiy. 
veiled  protectionist  threats.'  Its message,  ^love  all  to  Europe  and 
Japan,  has  been:  share  the  bur- 

den of  restoring  growth  by  buy- 
ing iQ<n^  from  emeiging  econo- 

mies, or  risk  precipitating 
irresistible  pressures  from  the  US 
Congress  to  restrict  impcols. 
But  at  the  recent  World  Eco- 

nomic Forum  in  Davos,  the  US 
sang  a   very  different  tone.  Charl- 

ene Barshefsky,  its  top  trade  o£Et 
dal,  pledged  to  resist  domestic 
protectionism,  eschew  conten- 

tious unilateral  trade  measures, 
play  by  ̂ obal  rules  and  press 
ahead  with  a   new  world  trade 
liberalisation  round. 

It  is  years  since  other  govern- 
ments have  heard  this  kind  of 

language  from  Washington.  But 
should  they  believe  it?  Ihe  US 
shift  appears  due  partly  to  the 
realisation  that  brandishing  pro- 

tectionist bogeymen  is  self-defeat- 
ing. By  creating  international 

uncertainty  and  frictions,  it  risks 
undermining  efforts  to  stabilise 
the  global  economy. 

But  the  rest  of  the  world  will 

be  reassured  only  if  the  US  acts 
resohitdy  on  its  good  intentions. 
That  may  not  be  easy.  So  fer,  Bill 
Clinton  has  stood  Qnn  against 
demands  for  import  curbs,  nota- 

bly from  steel  producers.  But 
such  demands  are  unlikely  to 
abate,  and  may  increase  if 
growth  falters. 

Ms  fiarshefsky’s  recent  revival 

of  Super-SOl .   authority,  which 
provides  .for  .mcmitoring  of  other 
countries’  trade  practi^,  is  not 
an  encoun^ing  nman  She  may 
rationalise  It  as  a   symbolic  ges- 

ture to  padfy  aggrieved  producer 
lobbies.  But  it-  sends  troubling 
s^nals  to  other  countries,  satix 
as  Japan  and  Kor^  far  whi^ 
SuperdOl  hag  to  the  past  been 
ssmonymous  with  US  trade  bully- 

ing. If  WagWngfftw  (Joes  ̂ Ot  P^ 
to  wield  .the  weapon  this  way 
aga«"  wl^  iingTiflatha  jt? 

To  quell  sudh  doubts.  Mr  C9in- 
ton  needs  to  make  the  case  for 

free  trade  boildly  to  the  natinn.  1q 
the  past,  he  has  relied  too  much 
on  crude  mercantilist  arguments. 
He  should  Instead  spell  out  some 
basic  economic  truths.  Other 
countries  will  buy  US  exports,  on 
which  steadily  more  jobs  depend, 
only  if  it  enables  them  to  create 
wealth  by  freely  accepting  their 

imports.  Furthermore,  low-cost 
imports  are  good  for  the  US  econ- 

omy, because  they  benefit  Uie 
competitive  peribnnance  of  far 
more  isnducers  ihaw  are  threat- 

ened by  it 

That  may  be  a   hard  message  to 
sen.  It  will  be  more  palatable  if 
other  governments  also  respect 
it  Europe,  in  particular,  needs  to 
commit  Itself  to  freeing  fiarm 
tirade  and  implementing  rigor- 

ous World  Trade  Organisation 
rulings  in  trade  disputes  such  as 
bananas.  Continued  foot-draping 
on  such  issues  would  undemd- 
nine  US  efforts  to  shn$  off  the 
unilateralism  that  Europe  has 

been  so  quidt  to  condemn. 

Flexible  pensions 
The  government  has 
retrospectively  brought  a   dpree 
of  coherence  to  what  risked  teing 

a   damagingly  fragmented 

approad)  to  tong-term  saving.  Its 
new  proposals  for  fkoability  in 

pension  investmmt  have  tnkm 
an  important  step  towards  Indi- 

vidual equity-based  accounts, 

uzider  savers'  direct  control 
These  are  welcome  moves.  But 

some  of  the  besetting  sins  of  UE 

tax  policy  still  linger.  For 
decades,  British  governments 

have  produced  a   string -of  - tax 
wheeses  to  encourage  saving. 
Each  has  reflected  the  pressures 

-   or  the.  It^bying  -   of  the 
moment  Eedi  has  lieen  hastily 

amended  orsupi^emenM'to  cor- rect its  inherent  weaknesses. 

Labour  promised  voteis'  root- and-branch  reform.  A   new, 
robust  structure  would  be  cre- 

ated, whidi  would  eneourege  sav- 
ing. protect  the  poor,  and. 

broaden  access  to  tax-advanta^ 
investment  vehides. 

But  last  December,  in  the  pen- 

sions green  paper;  the  govern- 
ment missed  its  oigmrtunity.  It 

appeared  to  be  merely  repladng 
one  confusing  set  of  vehicles 
with  another.  And  while  ostmud- 
bly  favouring  smislhle  retirement 
provision,  it  had  raised  its  cost 
by  taidng  dividends. 
■The  second  criticism  still 

applies.  But  by  creating  a   single 
mechanism  for  tax-advantaged 
contributions  to  pooled  invest- 

ment vehicles,  sresterday’s  pro- 

posals have  at  least  brought 
more  coherence  to  the  ways  in 
whicdi  individuals  can  save  for 

retiremenL  And  by  creating  indi- 

vidual accounts,  under  investors’ 
control  the  proposals  pimt:e  the 
veil  that  has  hindered  insurance 

and  personal  pension  savers  from 
appreciating  the  true  value  of 

their  assets. This  is  welcome.  But  some 

long-standing  problems  still 
apply.  There  can  he  no  guarantee 
of  the  tong^tesnu  taxable  status  of 
these  vdudes.  fry  phasing  out. 

rather'  than  building  on,  such 
ConsenraQve  innovations  as  Peps 
and  Tessas,  Labour  has  increase 
tile  hkeSh^  of  anotiur  swe^ 

i»g  revtts4  of  pciUey  when  gov- wrnirwHrt  next  <*3»>tig»a  hands.  - 

Just  as  important,  ministere 

'stQl  underestimate  the  marketh^ 
drive  of  finanHai  services  institit 

tims.  Under  tiie  prevtons  goveior 
ment,  this  led  to  the  personal 

pensi^  mis-seUing  scandal 
.   Even  if  such  horrors  are 

avoided  this  time,  the  very  flezl- 
bUity  of  the  new  mechanism  win 
prodnce  many  hundreds  of  super 

Sdally  different  schemes.  Indi- 
vidual savers,  especially  the  low. 

and  medinm-eamers  the  goi^ein- 
maat  Is  targeting,  will  stiH  be  left 
eonfised.  Inertia,  the  biggest 

memy  of  tiiMly  saving,  will  be 
rdnforced.  Above  the  goveru- 
menfs  hopes  oi  a   pmsion  prod- 

uct so  simple  that  purchasers 
win  not  need  advice  is  unlikely 
to  be  realised. 

Commodities 
The  World  Bank’s  first  Global 
Commodity.  Markets  report 
makes  depressinjs  reading  for 
coxnmodity.  exporters,  fzices  are 
likely  to  rwnaln  depressed  In  tiie . 
long  tmn.  lUs  will  coDtribate  to 
tower  .   wQrid  B^  it  win 

also  mdke  devdcgnnmt  miore  dif- 

ficult for  many  of  the  world's 
poorest  countries,  and  the  case 

for  development  assistance  corre- 
spondingly stranger. 

The  dollar  prices  of  many  com- modities, including  oil  Imve 
dedlned  ̂    more  than  50  per  cent 

since  199S.  ’Ihe  Asian  financial 
crisis  has  contributed  to  the 
^wntum  in  prices,  by  reducing 

demand  for  imports  and  Increas- 
ing Astan  oommodity -exports. 

However,  longer-term  struc- 
tural fhctors  are  also  at  worii 

Teehnolo^cal  advances  have 

reduced  costs  and  Increased  com- 

modity output.  Oteater  privatisa- tiw  and  ilbrndlsation  of  markets 

have  also  crec^  incentives  to 
produce  more.  Argentine  exports, 

for  esampte,  have  leapt  At  the 
same  time  the  relative  demand 

for  >«tdup*riai  inputs  into  nianu- . 

faflwrii^  has  fofien.  Ihe  World 

Bank  predicts  “a  fimdamental. 
break  in  the  tovd  of  commodity 

prices^  forecasting  that,  in  reel 
terms,  prices  will  te  lowar  in  2010 
tl^  th^  were  in  1997,. 

The  rapid  -growth  and  indufr 
trialisatloD  of  the  postwar  years 
and  <dl  sbods  of  the  1970S  ndsed 

emnmodity  prioes  and  redl5tril> 
uikl  Income  from,  industrial 

countries  to  devetopiiig  country 

commodity  exporters.  This  shift 
in  the  terms  of  trade  against 

fsdn^iial  countries  also  cootiib- 
nted  to  the  gallQping  fifohal  infla- 
tioh  of  the  1970s. 

The  declining'  commodity 
pric^  of  today  reverse  these 
effects.  They  reduce  Inflatinnary 

pressures  in  rich  countries,  'lliey also  make  developing  country 

commodity  exporters  poorer  the 
oQ  export^  of  the  BGddle.  East 
win  suffer,  as  win  the  commodity 

exportms  of  Latin  America. 
Yet  it  is  Sub-Saharan  Africa, 

where  commodities  account  for 

7S  per  ceiit  of  export  revenues, 
that  will  suffer  most  Most  devel- 

oped countries  started  off  as.com- 
modity  exporters,  diversified 
within  commodities,  then  moved 

on  to  manufectmsd  goods  -   and, 
lattf  stni  to  services.  Ihis  is  the 

•   normal  of  economic  devdop- 

ment  Thdr  own  fooUsh  protect 
is  one  reason  why  many 

African  countries  have  failed  to 

diversify,  either  within  or  out  of 
commodities.  But  the  challengp 

of  (Uversifleation  will  now  be  still 

more  (fifficult.  Poor  countries 

may  have  to  jump  strai^i  to 
'mannfeetniing. 

Rldi  conntries,  whlcb  benefit 
from  the  improved  terms  of 
trade,  ought  to  help.  Forgivizs 

the  debfe  of  hi^  indebted,  but 
rafnrtning  pooT  countries  -   many 

fd  whidi  were  encouraged  to  boi^ 

row  against  flzture  commodity 

tevimues  -   is  the  place  to  start. 

Since  Japan’s  bubble  econ- 
omy burst  a   decade  ago, 

ga^  investment  bank- ers have  been  forecasting 

a   stampede  of  foreign  acquisi- 
tions. Finally  they  seem  to  have 

struck  pay-dirt.  A   series  of  deals 

-   like  Goodyear’s  effective  take- 
over of  Sumitomo  Rubber,  the 

countiT^  thfrd-blggest  tire  com- 

pany -   indicate.  b%  chunks  of 
Japan  Inc  may  finally  be  up  for 

sale.  .   -   ' 
If  the  current  pace  of  transao 

HnTMg  is  sustained,  the  Implica- 

tions could  be  fer-reachlng.  For- 
eign ownership  of  some  of 

Japan’s  biggest  financial  and iTidnelTial  gmnjyg  COUld  tO  a 

rOT.olution  in  toe  'way  Japanese companies  are  run,  marking  a 
shift  towards  a   more  sharehoIdw> 
driven  Tnar>agpiiir>flTif  style. 
The  potential  rewards  are 

huge,  but  so  are  the  risks. 
Acquiring  assets  in  Japan  and 
toen  Tpsnaging  them  profitably 

may  be  more  r'haTIgwgirig  than many  foreigners  realise;  and 

there  is  a   possibility  that  a   num- 
ber of  flailed  deals  could  bring  the 

flow  transactions  to  a   bait. 
FOr  the  moment  thoi^h.  toe 

poifm  are  euphoric  The  number 
and  size  of  deals  bave  broken 
records  over  toe  past  18  months, 

and  toe  pace  appears  to  be  accel- erating. 

In  financial  services,  Merrill 

Lynch  has  swooped  on  the 
branch  network  of  the  failed 
Yamaichi  Securities.  GE  Capital 
has  acquired  the  leasing 
operations  of  Japan  t .waging,  the 

country’s  second  biggest  com- 
pany in  toe  sector;  this  gives  it 

access  to  70,000  Japanese  corpo- 
rate clients.  Travelers  is  in  the 

process  of  buyi^  up  to  25  per 
cent  of  Nikko  Securities,  the 

third-biggest  Japanese  broker. 
Activity  has  been  less  frenetic 

In  the  industrial  sector,  but  it  is 

haginning  to  pick  iip-  Daizoler- 
Chiysler  is  negotiating  to  acquire 
Nissan  Diesel  the  truck  maker. 

Executives  at  ^   coun- 

try's second-biggest  car  maaufeo- 
turer.  say  they  are  willing  to  sdl 
up  to  50  per  cent  of  the  company. 

Toshiba,  the  electronics  conglom- 
erate.  says  up  to  a   third  of  its 
businesses  could  be  sold,  put  into 

joint  ventures  or  restnictuied. 
The  trigger  for  all  this  activity 

is  not  a   sudden  smge  of  Interest 

from  abroad:  many  foreign  com- 
panies. unable  to  break  into  the 

Japanese  market  by  exporting, 

have  been  Icmg  anxious  to  com- 

pensate by  acquiring  a   local  com- 

pany instead. 
Rather,  the  immediate  reason 

for  the  flurry  at  deals  is  the  sud- 
den increase  in  Japanese  compa- 
nies whidi  bave  put  themsdves 

up  for  sale. In  part  this  Is  corporate 
Japan’s  le^xmse  to  the  big  merg- 

ers of  Daimler  and  Ch^er. 
Sandos  and  Ciha,  Mobil  and 

Amoco  and  BP,  which 
bave  left  Japanese  eompani^ 

looking  parochial  and  underscale. 
**Ceitam  industries  are  becom- 

ing ^obal  FnO  stem.  And  some 

Japanese  exeentives  have  real- 
ised that,”  esqilains  Vittorio 

Vo^  managing  director  of  War- 
burg Dillon  Read  in  ifepan.  “Yes- tesday*8  deal  in  the  tyre  industry 

was  emblematic,  products 

are'baskally  the  same  the  worid 
over,  and  there  ate  economies  of 

scale  in  research  and  develop- 

ment, marketing  manufec- 
tme.  To  survive  they  must  par^ 

tidpete.” 

Japanese  executives  are  also 
feeing  domestic  problems. 

Japan’s  cmnpanies  are  soSieilng 
the  longest  recession  since  the 
postwar  recovery,  a   downturn 
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which  has  depressed  sales,  prices 

and  profits.  The  pli^t  of  some 
sectors,  such  as  telecoms,  oil  and 
finaTirfai  services,  has  been  exac- 

erbated by  deregulatiozL  In  oil, 

for  example,  toe  Japanese  gov- 
onment’s  decision  to  allow  more 

companies  to  import  oil  and  to 
lift  restrictions  on  self-service 
petrol  stations,  has  caused  retail 
petrol  prices  to  collapse,  severely 

denting  the  sector's  profitability. 
But  ̂ obalisation  and  recession 

would  not,  on  their  own,  have 

been  enoi^  to  persuade  Japa- 
nese companies  to  accept  foreign 

ownership.  It  is  an  acute  short- 
age of  capita]  that  is  driving 

them  into  the  arms  of  the  gedjin, 

*Ttte  whole  story  is  financial.” 
argues  Tom  Mio,  vice-president 
of  investment  banking  at  Salo- 

mon Smith  Barney  in  Tokyo. 
"Many  companies  bave  huge 
debts,  negative  cash  Oow,  are 

unable  to  issue  new  equity,  can- 
not access  the  bond  maiket  and 

are  confronted  by  main  banks 
unwilling  to  lend  more  money. 
There  is  no  more  easy  capital  in 

Japan.  Th^  bave  no  choice  to 

turn  to  foreigners.” 
This  shortage  of  capital  is 

tran^orming  attitudes  to  foreign 
ownership. 

Only  tiiree  years  the  Japa- 
nese business  community  shud- 

dered when  Ford  of  the  US 
decided  to  increase  its  stake  in 
Mazda,  the  carmaker,  to  33  per 

But  when  the  president  of 
rassan  said  last  month  that  he 

would  be  wiDing  to  sell  up  to  SO 

per  cent  of  his  company  to  a   tat- 
ogner.  Us  remarks  barely  raised 
an  eyebrow.  Five  years  ago  align- 

ing with  a   non-Japanese  com- 
pany was  viewed  as  a   prelude  to 

disaster.  Today,  foreigners  are 
accepted  as  sources  of  expertise, 

terii^Iogy,  products  and  most  of 

all  capital Th«  new  acceptance  of  the  out- 
side world  has  been  encouraged 

by  the  powerful  bureaucrats  at 
the  ndnisfry  of  finance  and  min- 
istiy  of  intematioiial  trade  and 

industry.  Miti  officials  are  now 
prepared  to  admit  that  inefficient 

companies  will  fail  and  that  for- 
eign ownersUp  is  desirable.  In 

Japanese  policy  terms,  this 
amoimts  to  a   revolution. 

Many  believe  the  forces  at 
work  will  inevitably  lead  to  a 

wholesale  rationalisation  of  Japa- 

nese indurtry  and  services.  “It's like  an  opera  when  it  ends,  one 

poison  gets  up  and  claps  and  the 
next  person  up  and  claps 
and  once  the  third  person  is  dap- 

ping. everyone  starts  to  clap. 
We're  just  at  the  third  person 

clapping  in  most  of  Japan."  said a   broker  close  to  Goodyear  deal. 
This  must  be  the  year  when 

Japan  restructures.”  agrees  Mas- anori  Modiida.  managii^  direc- 
tor of  investment  banking  at 

Goldman  Sachs  in  Japan.  "With- out restructuring  the  Japanese 

economy  win  continue  to  suffer.” Nevertheless,  big  bsuriers  to 
foreign  mergers  and  acquisitions remain. 

Firsl  the  Japanese  system  of 

‘Japanese  managers 

have  unrealistic 

expectations  of  who 

is  going  to  run  the 

company* 
cross-shareholdings  prevents  hos- 

tile takeovers.  Analysts  estimate 

these  holdings  are  equivalent  to 
about  65  per  cent  of  the  market 
capitalisation  of  big  companies. 
Sttond,  there  is  a   mismatch  of 

buyers  and  sellers.  In  the  trou- bled retail  sector,  there  are 

plenty  of  sellers,  but  no  buyers. 
In  pharmaceuticals,  there  is 
much  outside  interest  but  noth- 

ing up  for  sale. Thiiti,  the  lack  of  transparency 
in  Japanese  accounting  means 
that  due  diligence  is  a   nightmare. 

Valuing  liabilities,  bankers  say, 

is  more  an  art  than  a   science. 

Tou  can  have  guarantees  to  sup- 

pliers and  distributors  that  aren’t recorded  and  subsidiaries  that are  s””*,”  complains  Mr  Volpi  at 

Warbuig  DiUon  Read  in  Japan. To  avoid  buying  a   pig  in  a 

poke,  advisers  are  trying  to  ring- 
fence  their  deals  from  possible 

bad  debts  and  unforeseen  liabili- 
ties. When  GE  Capital  concluded 

its  deal  with  TOho  Mutual,  toe 

life  insurer,  the  transaction  gave 
the  American  company  access  to 
new  life  assurance  business,  but 

did  not  make  it  liable  for  T^’s 
previously  issued  policies. 
Another  barrier  is  management 

control  "Many  Japanese  mam^- 
ers  have  unr^listic  expectations 

Of  who  is  going  to  run  the  com- 
pany after  the  deal  is  done. 

People  who  realise  they  are  in 
difficulties  are  less  arrogant  and 
more  reaUstic.  But  toere  are  still 

people  out  there  who  are  delud- 
ing themselves.”  says  Mr  VdpL 

The  problems  with  valuation 
and  management  control  are  not 
easily  resolved  and  can  represent 
significant  stumbling  blocks.  The 
Goodyear-Smnitomo  deal  was 

.   only  CDQduded  after  two  years  of 

contentious  negotiations.  Nissan 
Motor  and  DaimlerChrysler  bave 

been  n^^itiating  over  Nissan  Die- sel for  more  than  a   year,  with  no resolution  in  si^L 

The  final  hurdle  is  trying  to 

run  Japanese  companies  success- fully. It  is  not  easy  for  forei^ 

companies  to  implement  cuts  in 
Japan’s  overmanned  companies. 
Nor  is  it  easy  to  manage  very 
different  corporate  cultures. 

Ifirtually  every  recent  acquisi- 

tion in  the  fiTtanniai  sectOT  >igg run  into  problems.  The  start  of 
the  Nlkko-Travelers  joint  venture 
has  been  delayed  for  at  least  two 
months  because  of  logistical 

problems.  Already,  insiders  have 
published  a   bestselling  book 

predicting  the  venture's 

collapse. 

“The  mood  is  very  difficult. 

OBSERVER 

Cold  war in  Winnipeg 

I   Winnipeg  isn’t  the  eeriest  place I   to  find.  Nor,  in  the  vrinter  when 
'   tonperatures  in  Sie.Canadian 

I   pra^  town  avwage  miniis  24”C, I   worid  you  necewmrty  want  to 

j   find  ft.  But  that  hasn't  deterred  . 
I   Ikea  and  Volkswagen. The  two  Eur^jean  giants, 

jealous  of  torir  names  and 
reputation,  have  descwided  on 

the  place,  demanding  that  a 
cou^  of  smell  shops  cough  up 
a   share  of  thrir  prote  for 

allegedly  vfoiating  trademark 

regkiiiations. Urea  wK  irked  by  tefevision 
and  radio  ads  run  by  Studio 

Furnishings,  a   loeal  retailer  tiiat 

bins  itself  as  ‘Vnnnipeg's  answer 
to  Ikea”.  While  the  Swedish 
furniture  company  has  no  oufiet 

in  Winnipeg,  it  ot^ected  to  the 

comparteon. &   a   ftarehly  worded  JsOer 

from  the  coTv»qr’s  Canadian 
fewyers  warned  the  ownm  to 
stop  nvming  the  adverts,  UM . 
them  to  hand  om  aD 
promotionri  materlat  bearing  the 

Ikea  name  and.  to  '^srovide  an accounting  of  ao  profits  ariring 

ton  your  uaa  of  the  Hcea  trade 

marks”. 

Manager  Manny  Ferrrira  is 

sukrirfy  Wimidated.  Hetofaiks 
{Rea’s  reaction  'is  a   bit  over  the 
top  but  he’s  rxrt  eager  for  a   tight These  guys  are  pretty  Ug. 

They’d  eat  me  rix  ways  from 

SisidSQr.” 

MeanwNIe,  Volkswagen  fett 
under  threat  from  a   store  that 

promises  a   Bttle  excitement  on 
those  cold  Winnipeg  nights.  Love 

It  Up,  seiring  womens'  rtngerie and  sex  rids,  posted  the  slogan 
"Lovers  Wanted”  outride  its 

riK^,  wito  the  "L"  arxl  "VT 
Intertwined  to  resemble  the 

y^rikswagen  logo.  The  Germans are  not  amused.  Wfdle  the  shop 

has  agreed  to  drop  the  logo,  It’s 
stidcing  to  foe  slo^. 
Volkswagen  is  still  foreatening  a 
lawsuit  Whatever  happerted  to  a 

tittle  sensibid  discretion? 

Net  loss 
French  Internet  users  rsekon 

they've  got  srxne  dout  Hence 
the  one-day  strike  th^Ve  just 

staged  as  part  of  a   campaign  to 
reduce  foe  cost  cf  surfir^  the 
web. 

Organbed  by  a   group  calling 

itself  foe  Association  of Kscontented  Internet  Users,  ft 

cirims  tiirir  second  day  of  action 
was  supported  by  as  many  as 

350,000  net  users  -   depriving 
France  Telecom  of  significant 
amounts  of  telephcme  and 
internet  revalue.  The  groig)  is 

asking  foe  fornier  state  telecoms 
carrier  to  Intraduoe  a   flat  rate  for  • 
wri3  surfers,  rather  tiian  foe 
current  mix  of  subscription  and 

hourly  rates. 
Among  its  eonr^alaints  are 

probletTis  in  geltitig  connected, 
constant  disconnections,  high 

costs  and  poor  ser^e.  And what’s  more,  foe  groups  not 

gring  away  until  its  grievances are  taken  seriously  and  acted 

upon.  So  it’s  sta^ng  online  to 
take  complaints  >   which  should 

be  music  to  France  Teiec^’s 

ears. 

Sacking  bankers 
Jean-daude  Tiichet  droned  on 

about  foe  blessed  euro  a   bit 
longer  than  necessary  at  a 

bankers’  banquet  In  London  this 
weric  fejt  finarxxws  still  found 
themselves  drinidng  his  health. 

Because  wittingly  or  not  foe 

vifliy  Bank  of  France  governor 
secured  a   last-minute  reprieve  for 
the  ancient  tradition  of  passing 
round  the  loi^  cup  on  such 

distinguished  occasions.  Despite 

attempts  bf  various  Lord  Mayors of  London  to  dump  foe 

I   ceremoTHri,  rank  and  file 
I   members  of  the  Bankers  Qub 
i   have  remained  de^>ly  attached '   to  the  silver  um.  It's  filled  with 
'   sack  >   generously  described  as 

spiced  wine  but  redolent  of 
battery  acid  and  old  sticking 

plaster. 

As  important  as  foe  contents  is 
the  sttendant  choreography.  This 

invrives  taking  off  the  lid  and 

guarding  your  neighbours  back 
while  they  drink.  But  even  the 
bankers  had  decided  to  ditch  the 

bring  cup  this  year  -   before Bank  of  England  governor  Eddie 

George  announced  he’d  secured Trichet's  services  as  foe  guest 

speaka'.  The  Gouvemoor,  he 
indicated,  was  especially  looking 

fonv^  to  sampling  the  City’s 

ancient  rituals.  The  cup  had  to 
survive  for  another  year. 

Cynics  recton  George  had 

caught  wind  of  foe  committee’s treasonous  plans  and  invoked 
Trichefs  name  to  help  spike  its 

guns,  if  foe  bankers  want  a   more 
lively  qaeech  next  year,  peihaps 

they  should  spike  the  drink. Pin  money 

Pin  Chakkapak,  foe  man  who  as 

head  of  Thailand’s  largest  fihanca 

company  in  1997  put  the  word 
"finance”  Into  the  country’s 
financial  crisis,  may  soon  give  a 
new  meaning  to  the  tenn 

management  buy-out Pin  has  been  charged  by  Thai 

police  with  fraudulent  deaTmgs 
but  is  said  to  have  been  liring 

freely  In  foe  US.  Now  he's 
offered  to  turn  himself  In, 

prompted,  the  police  say,  by 

their  requests  to  US  aufoorlties 
to  arrest  the  man  once  known  in 

Thailand  as  the  Takeover  King”. But  the  sunender  offer  came 
with  an  interesting  condition.  Pin, 
who  would  be  immediately  freed 
on  bail  of  $540,000  and  likely  to 

remain  free  -   none  of  foe 
hundreds  of  former  executives 

(foamed  with  economic  crimes  in 
the  18  months  since  the  ofsls 

has  ev#.  been  jriied  -   wants  foe 
government  to  accept 
"compensation”  of  ̂ lm  for  his 

aUeged  miscieeds. 

Not  to'cut  a   deal,  mhd  you, 

but  to  show  some  sort  of 
forgiveness.  On  whose  perl  it 

remains  unclear. 

There  is  a   lot  of  in-fitting  in 

every  area,"  admits  one  Nikko official.  Similarly,  Merrill 

Lynch’s  recently  acquired  Yam- 
aichi branch  network  is  strug- 
gling. Sales  have  been  disappoint- 

ing. and  there  has  been  some 
consternation  among  branch 
managers  who  have  been 

required  to  read  instructions 
from  head  office  in  En^ish,  irre- 

spective of  nationality. 

Nevertheless,  in  spite  of  the  dif- 

ficulties. most  investment  bank- ers are  bullish  about  foreign 

mergers  and  acquisitions  in 

Japan.  Mr  MGo  at  Salomon  Smith 
Barney  forecasts  an  explosion  of 

deals  in  12  to  18  months. 
“Over  the  next  two  years,  regu- 

latory dianges  mean  that  compa- 
nies win  have  to  report  on  a   con- 

solidated basis.  They  will  be 
unable  to  hide  badly  performing 

assets  in  non-consolidated  subsid- 
iaries. A   lot  of  bad  debts  are 

going  to  emerge.  That  will  force 
rationalisation,”  Mr  Mio  says. 

So  will  the  unwinding  of  cross- 
shareholdings.  The  old  keinisu 
business  grouping  system  is 

breaking  down,  says  Mr  Volin. 
The  Fuyo  ketretsu  let  Yamaidhi 
fell  and  in  toe  Bfitsui  kemtsu 
Toyota  refii^d  to  provide  money 

to  Sakura  Bank.  That’s  not  to  say the  keiretsu  system  will  end,  but 
it  will  be  reduced  to  core  mem- 

bers. The  shares  of  non-core 
members  will  be  sold  and  that 

will  lead  to  more  M&A,”  he insists. 

Change  in  Japan  has  often 
come  about  as  a   result  of  foreign 

pressure.  In  1854,  the  “black ships”  of  Commodore  Perry 
steamed  into  Suraga  Bay  and 

forced  Japan  to  open  up  to  the 
outside  world.  Now  could  be  the 
moment  for  ftoigoers  to  open  up 

Japan's  inward-looking  busi- nesses -   this  time  as  corporate 

white  knigMc Reporting  by  Paul  Abrahams, 
Alexandra  Harney.  Alexandra 
Nusbaum  and  Gillian  Tea 

100  years  ago 
The  Yankee  Boom 
All  records  of  volumes  of 
transactions  in  foe  history  of 

the  New  York  Stodc  Exchange 

were  brokm  yesterday.  In  the 
five  hours  of  business  the 

reported  sales  of  stocks  wm 
1,538,460  shares,  which 
leaves  far  in  the  shade  1 1th 

February,  1892,  when  sales 
were  1,449,334  shares,  in addition  ne^  $9,000,000  par 

vriue  of  Railway  bonds  were 

sold  yesterday.  Brokers  <mi  the 

floor  had  not  a   minute’s  rest The  tickers  were  overworked, 
and  sales  representing  in  the 

aggregate  many  thousands  of 
shares  were  undoubtedly 

missed  by  foe  official 

reporters.  As  it  was,  the  ticker 
record  was  anything  from  ten 
to  fifteen  minutes  behind  foe 
actual  market. 

50  years  ago 

Mr.  Truman  And  Africa 

Prerident  Tinman’s  recent statement  foreshadowing 

American  asristance  for  foe 

development  of  backward 
areas  has  made  foe  whole 
world  opnion  ttioroughly 

Africa-conscious.  Although  foe 

"dark  continent”  was  not 

specifically  mentkmed,  it  must 
obviously  have  been  foremost 

in  President  Tnmian’&  rrdnd  as 
a   badeward  area  with 
immense  possibilities. 
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Yen  for  yield 
Here  is  a   puzzle.  In  a   Yveek  when  Japanese 
government  bonds  have  plunged,  the  yen 

has  risen  sharply.  What  is  stran^  about 
that,  one  might  ask?  After  alL  bond  yidds 
have  gone  up  and  that  should  make  yen 
assets  a   more  attractive  investment  That 

at  any  rate,  is  the  popular  explanation  fbr 

what  has  happened.  But  It  does  not  really 
stack  up.  If  the  bond  market  had  already 

stabilise,  maybe  it  would.  But  while  Jap- 
anese bond  prices  are  still  falling,  it  is  not 

credible  that  Japanese  are  repatriating 

funds  and  buying  bonds.  If  they  were, 
bond  prices  would  be  rising.  More  likely, 

funds  are  being  repatriated  for  other  rea- 

sons -   sa>'  to  flatter  balance  sheets  for  the 
March  year-end  -   and  the  money  is  stay- 

ing in  hank  accounts. 
If  so.  the  yen  is  being  driven  more  by 

liquidity  than  fundamentals.  The  longer- 
term  outlook  will  then  depend  on  whether 

the  government  prints  money  both  to 
reflate  the  economy  and  fill  the  black  bole 
in  its  flnances.  If  not,  the  need  to  borrow 

an  such  a   \-ast  scale  will  drive  bond  yidds 
still  higher  and  the  yen  could  stay  strong. 

But  precisely  because  such  a   cocktail 

a'ould  be  so  bad  for  the  economy,  it  is 
more  likely  the  government  will  eventu- 

ally choose  monetisation.  That,  indeed,  is 

what  the  prime  minister’s  advisers  have 
been  indicating.  Under  this  scenario,  the 
yen  could  plummet.  Not  that  this  would 
be  much  cheer  for  bonds.  Yields  would 

still  rise,  this  time  on  feais  of  infiatinn. 

YNn  against  the  dDOw  lO-yoBrbendmrftiNndiMd 

US  budget 
According  to  this  week's  budget,  the  US 

is  entering  a   period  of  fiscal  bliss,  with  a 

projected  cumulative  budget  suriflus  of 
S3,400bn  over  the  nest  decade,  ilkng  to 
nearly  ̂ .SQObn  over  15  years.  But  while 
the  politicians  are  already  wrangling  over 

how  to  spend  the  money,  it  is  worth  ask- 
ing whether  these  huge  sums  will  actiutlly 

materialise. 

Reassuringly,  the  underlying  assump- 
tions used  by  the  White  House  are  fhir^ 

conservative.  It  eiqiects  economic  growth 

to  slow  to  2   per  cent  for  199&-2001,  fol- 
lowed by  a   reversion  to  trend  growth  of 

2.4  per  cent  thereafter.  Inflation  is  esti- 
mated to  avarage  2   per  cent,  in  line  with 

private  sector  forecasts,  while  unemploy- 
ment is  seen  as  rising  from  4.3  per  cent  to 

5,3  per  cent  by  2002. 

Nevertheless,  this  “soft  landing”  sce- 
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nario  could  be  blown  out  of  the  water  by  a 

recessiozL  Just  as  worrying,  the  Ibre- 
casts  assiiTna  that  government  gpMvWng 

will  rematai  mwmi  Hght  contxol 
as  in  an  era  of  deficits.  Th^  also  assume 
that  tax  receipts  will  continue  to  rise 
faster  than  gross  dmnestlc  product  as  th^ 

have  done  fbr  the  past  five  years.  But  that 

was  partly  due  to  outsize  capital  gains 
frian  the  stock  matimt,  which  do  not  look 
sustainable. 

'Rie  most  likely  outcome,  then,  is  a   stall 
sizeable  surplus,  part  of  which  will  be 
used  to  redeem  outstanding  Treasuries, 
ben^mng  the  bond  market.  But  President 

Bill  COinton  and  the  Republicans  are  laub- 
ably  figtating  over  a   much  smaller  pie 

than  they  irnaginc- 

Rat/Vohro 
The  war  of  words  is  hotting  iqi  betwem 

Stockholm  and  Turin.  Volvo  wants  diare- 
holders  to  back  its  strategy  of  selbng  the 
car  divislm  to  Ford.  Fiat  is  blowing  Hs 

horn,  damartding  a   chanoe  to  n^otiate  a 

bid  for  the  whole  of  the  Swedish  group.  So 
fhr,  Fiat  seems  to  be  getting  the  bettv  of 
the  exchange. 

Nervous  about  straimi^  rdations  with 

investors  ahead  of  the  Ford  vote,  Volvo  is 

toning  down  talk  about  a   co^  IM  for 
trucimaking  rival  Scania.  Yesterday,  it 

tried  to  rebuff  its  Latin  admirmr  by  v^u- 

ing  itself  at  SKrldObn  (€l8bn.  |2a5ini}  - 
far  more  than  the  SKrllObn  Flat  has 
offered. 

Looked  at  on  a   break-up  basis,  Volvo’s 
sticker  price  seems  too  high.  Ford  has 
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priced  the  car  operation  at  SErSCAm.  To 

reach  Volvo’s  target,  the  rump  would 
have  to  be  valued  at  Sj^TOOhn,  or  12  times 
fMa  year’s  aaTwinpi  beSore  interast,  tax, 

depreciation  and  amortisation  (ebitda). 
This  is  a   third  more  than  tiie  multiple 
flapgfftod  fior  Samia,  generally  fdt  to  be  a 

more  desirable  asset 

Assmning  Flat  sweetmied  Its  o&hr  to 

swrtMhfi,  Volvo  would  find  tt'  hard  to resist  But  could  ETat  afford  it?  Much 

depends  on  Swedish  willingness  to  take 

its  paper,  which  could  be  half  the  consid- 
eration. To  jusi^  the  racy  price  -   about 

seven  times  1999  dtitda  -   Fiat  would  have 
to  find  annual  savings  bstweeu  SKrftn 

and  SErSbTL  This  does  not  look  impossi- 
ble, it  Is  time  for  Paolo  Ftesco,  Fiat  dhalr- 

man.  to  put  up  or  shut  up. 

Break 
The  numbers  aound.  roarmour.  tlbn  in 

some  m^-deals  involviiig  US  ccanpanies. 

Of  course,  these  “break  fees”  are  not 
incurred  if  a   deal  goes  ahead  as  planned. 

But  ediat  purpoee  do  they  serve?  The  bid- 
der will  surely  only  go  for  a   business  it 

really  wants  to  buy,  so  a   sniff  of  connien- 
aaHnn  if  it  fcfla  shirwiM  not  inflnawna  It. 

From  the  target’s  point  of  view,  why  put 

up  shareholders*  money  In  a   way  that 
might  deter  a   rival  Ud,  or  at  least  divert 
some  of  the  auctka  proceeds? 

Sudi  xeasonlng  makes  investore  suQii- 
cious  of  break-up  foes,  hut  tt  would  he  a 
mistake  to  OK»se  them  as  a   matter  of 
inincfole.  In  some  cases  they  may  dl  the 

wheels.  Take  TRW*a  £4bn  (g65bn)  bid  for 
LucasVaiity.  The  US  bidder  came  in  with 
an  all-cash  bid  worth  more  than  rival 

Federal-M(^  was  apparanlly  ^epared  to 
offin:  In  cash  and  shares.  TRW  negotiated 

a   £30m  hreak-qp  fee.  It  is  conceivs^  that 
this  helped  get  the  Wddfng  started,  wUdi 
should  outweigh  any  irritation  folt  by 
LVA  shardholders. 

The  sinmle  test  is  that  any  break  tee 

should  encourage  a   transactimi  and  drive 

19  the  price.  Tlie  big  question  then  is  how 

Ug  it  should  be?  TTlW’s  is  less  thm  i   per 
cent  of  the  target’s  price,  representing 
only  a   small  proportion  of  a   potential 
counter  bid.  But  at  23  per  cent  of  the 

target’s  value,  a   lueak-up  foe  not  only 
provides  a   stiffor  hurdle  but  may  also  lose 
touch  wftii  the  costs  incurred  -   surely  a 

reasonable  basis  fco'  any  conmensation. 
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N   Ireland  deadlock  outs 
peace  talks  in  jeopardy 

Soothing  messages  about  the 
Northan  Ireland  peace  process 

gi^ed  fixnn  the  British  gov- 

eenznent  yesterday.  “We  have  wmda 
enormous  progress.”  Tony  Blair,  the 
prime  minister,  said  in  the  Bbuse  of 
Commons  as  he  refocted  aiveals  to 
halt  releases  of  tarorist  prisoners 

until  weapons  are  SuErendered.  Bfo 

Mowlam,  Kortiiem  Ireland  secre- 

tary, said  the  continaing  punish- mait  artarUfa  {bpAtingw  and  mutih^ 

tioDS  of  pergde  paramilitary  groi^ 

bdl^  have  offended  their  codes  of 

condncQ  did  not  amount  to  a   breach 

of  paramilitaiy  ceasefires. 
But  behind  the  reassuring  talk, 

thae  is  growing  conoem  that  the 
continuing  deadlock  could  destroy 

the  tirffeglo  pftgffiitiaHfinK 
Prospects  for  setting  up  the 

planned  power-sharlz^  administra- 

tion by  tile  agreed  date  (d*  March  10 
appear  bleak,  with  the  pro-Briti^ 
Ulster  Unionist  par^  insisting  that 

the  Irish  Republican  Army  starts 
digarniirip  before  Sinn  FOin,  its  polit- 

ical wing,  take  its  Mats A   dai^erous  game  of  political 
brinkmanship  is  being  played 

against  a   bad^round  of  heigfatmied 
comnumity  tensioins.  David  Trimble, 

first  minister  in  the  new  administra- 
tion  and  leader  of  the  Ulster  Unioa- 

Ists,  has  talked  about  “patting”  the peace  agreement,  patting  the  instttUr 

tions  created  through  it  on  hold 

until  the  IRA  moves  on  weapons. 
The  deadlock  illustrates  continur 

ladt  of  trust  hetwem  old  ene- 
mies. One  Trimble  adviser  compared 

the  park’s  approach  to  r^uhlican 
paiamiUtaiy  grocqia  to  that  of  tiie 
US  in  rtlcarmnmarrf  talka  wltil  fhe 

Soviet  Union.  “With  sneh  a   secret 
organisation,  it  is  no  good  trying  to 
guess  their  lntmitlans.  .AU  you  can 
do  is  ooncentzate  <m  tb^  capad^ 

to  use  violmce.” Acewding  to  Arthur  Aughey,  pep- 
tics profesBor  at  fhe  Unive^ty  of 

Ulster,,  the  deadlocdc  underlines 

“veiy  different  views  of  iriiac.  tlfo' 

last  30  years  have  bem  all  about”. 
Ihiioufsts  feel  democratic  rides  turn- 
be3B  aside  to  the  rehabllf- 
tation  of  mmi  of  vlcdmice.  Ibr  repub- 

licans' file  violosice.  was  leglHmatg, 
and  so  its  resolution  shimld  not 

involve  one  side  having  to  assume 
more  hiamA  than  the  otiber.  • 

British  ofBdals  are  undeinstood  to 

have  pot  forward  yesterday  a   num- 
ber of  proposals  to  providie  the  pro- 

tagonists with  negotiating  space. 
One  idea  is  for  Ihe  IRA  to  indicate 

wfllingness  to  start  decommission- 
ing  weapons  at  a   qiectfied  date.  That 
at  least  would  put  pressure  on  Ur 
Trimble  to  respond. 

But  observers  say  sudi  an  initia- 
tive would  be  too  late.  Attitudes 

among  members  of  Bfr  Trimble’s 
party,  the  largest  ̂ n-Britisb  party 
in  Northern  Irdand,  have  noticeably 
hardened  as  a   succession  of  IRA 

prisonexs  has  been  released.  Public 

statements  by.  the  IRA  have,  tf  any- 

thing, become  more '   belligere&L Morciover,  the  Sinn  Fdin  leadership 

has  saenfod  dbUvlous  to  publie  dis- 
gust' at  republican  puniMiment 

attacks. 
For  many  republicans,  even  an 

oral  staten^t  of  fotant  would  be  too 

They  say  the  agreement  Rqm not  .   make  decommissioning  an 

exi^t  condition  for  participation  in 
govenunant,  although  even  Irish 
offidala  say  it  .obliges  ttie  IRA  to 

miJte  a   gestnre  of  Intent  Prisoner 
releases,  Sinn  FBin  says,  are  not  a 

concession  to  republicans  because 

anti-republican  “loyalist”  convicts 
also  benefit 

vnritten  pledges  by  Mr  Blair  in  an 
attenqit  to  secure,  unionist  baddng 

for  the  reforendimi  that  followed  the 

agremnent  indicated  parties  would 

not  be  allowed  into  the  adndnistza- 
tlon  if  th^  paramiUtaty  assoteates 
bad  not  renounced  violence.  Such 

statements  are  being  Invoked  by 

unkndsts  to  justify  demands  for  UtA rtmvmimlsprihning  before  Sinn.  FMn 

joins  the  administration. 
Given  the  increased  ctanmunity 

tmastons  *   with  attacks  oa  Ptotes- , tani  haUa  this  week  and  the  fire- 

bombing  of  Catholic  homes  -   the 
best  the  British  and  Itirii  govern- 

ments can  hope  for  is  somehow  to TwaiwifliTi  mamentum.  Otherwise  the 

political  wrangte  could  spill  out  on 

tothestreets. Mows  00  hsalfcNm  7 
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AOL  in  credit  card  adverfeino  deal 
AmeriCB  Onlkie.  the  us  internet  Qroup,  has 
signed  an  advertising  deal,  worth  about  $500m 
over  five  years,  with  RrsHJSA,  It  Is  a   vote  of 
conBdsftce  in  the  new  mediuin  by  RretUSA,  the 
country’s  largest  credit  card  lender.  Page  14 

New  bank  chieffails  to  lift  stocks 
Both  itie  Resd  and 

bonds  reacted  well  to 

the  eppolntment  of Anninio  Fraga  OefQ  as 

Brazirs  central  b^ 

president,  r^dladng 
Francisco  L(^)es  after 

only  three  weeks.  But 
equities  remain  in  the 

doldnims.  SSo  Paulo's Bovespa  index  dipped 

1.8  per  cent  on  Tues- 

day, the  day  the  ap- 
pointm^  was  announced.  Staitiment  is  dented 
by  continuing  pubKc  debt  end  high  nterast  rate 
woes.  Emerging  Market  Focus,  Page  34 

SingTel  engages  in  defensive  nunres 
Singapore  Telecom  will  have  to  work  hard  If  it 

wants  to  Hve  HP  to  the  daring  image  of  itself 
painted  in  its  current  advertising  drive.  Behind 
the  scenes  it  is  on  the  defensive  as  a   falling 
market  share  is  taking  Its  toll.  Pago  17 

US  fund  managers  lead  Europeans 
Four  of  the  five  top  fund  managers  in  Europe 

are  US  groups,  acconSng  to  the  latest  Reuters 

survey  of  European  laiger  companies.  The  sur- 
vey also  ssM  European  equity  maricets  need 

reforming  to  stop  companies  moving  to  "more 
efficient"  markets.  Capital  Markets,  Page  22 

Sage  to  acquire  Peachtree  for  $145m 
Sage,  the  UK  accountancy  software  group,  is  to 

acquire  Peachtree,  an  Atianta-based  software 
company,  for  about  $145m.  Page  19 

Banks  urged  to  sell  gold  reserves 
At  the  Africa  mining  conference  in  C^pe  Town, 

central  banks  were  urged  to  seit  off  most  of 

tiielr  gold  reserves  so  that  th^  cease  to  pose  a 

tiweat  to  the  gold  price.  Cofmnoditiea,  F^age  24 

Japanese  keen  though  wary  on  euro 
Although  j£4>anese 
irfstitutiona]  investors 

have  quickly  gained 
foterest  in  toe  euro,  the 

question  is  vtoethta- this 
surge  will  translate  into 
reel  investment  in  the 

currency.  Fch*  while 
money  flows  have  been 

strfl^,  Japanese  trad- 
ers are  sifH  under- 

weight In  euros  when  con^uued  wtto 

dollars.  KiakMas  and  ttia  euro,  Page'21 

LME  outiinBS  plan  for  silver  contract 
The  Lorxion  Metal  Exchange's  new  silver  con- 

tract win  compiemeot  rather  than  compete  with 

existing  oontrects^  and  wtH  be  Munched  by  mid- 
yetf  at  the  tfdssL  ComihodRfee,  Page  24 

Aeroflot  set  for  management  purge 
By  Amtaw  Jack  ta  Moscow 

The  board  of  Aeroflot,  the 
Russian  airline,  is  poised  to 
launch  a   wide-ranging  man- 

agement restructuring  tod^ 
that,  would  Sideline  the  influr 

entlal  business  '‘oligarch" Boiis  Berezovsli?. 

The  group's  management committee  is  to  be  pared  down 
from  20  to  15  mmnteis,  and  the 

directoia  are  disenssing  cut- 
ting their  Wnfc  with  Andava.  a 

Geneva-based  company 
believed  to  be  lizUted  to  Mr 

Berezovsky,  which  handles  its 

foreign  waminpe 

Officially,  Aeri^ot  said'  the 
changes  were  'designed  to make  its  operations  more 
transparent  in  response  to 

Berezovsky  to  be  sidelined  in  Russian  airline  shake-up 
ghfli^dldep  erttipiem.  R   Said 

the  board  would  approve  a 

commercial  plan  fbr  the  nest 
two  years,  during  which  peziod 
the  Russian  state  may  sell  part 
of  its  remaining  si  per  cent 

However,  the  action  was 
seen  by  observers  inside  and 
outside  the  company  yesterday 
as  a   sign  of  growing 

between  those  linked  to 

Valery  Okolov,  the  Tnanaging director  of  Aeroflot,  who  is 

President  Boris  Teltin’s son-in-law,  and  supporters 

of  Mr  Berezovsky,  whose  sig- 

nificant political  InfliiftwriB azid  dose  ccamections  to  Mr 

Yeltsin  ̂ ipear  to  be  on  the 

wane.' 

^   Steve  Thomson,  aviation analyst  at  UFG  in  Moscow, 
said:  ‘'Aeroflot  has  been 

extremely  fragmented  and 
there  has  obviously  bemi  an 
internecine  battle.  But  the 

compeny  has  enormous  poten- tial  and  it  would  be  a   positive 

thing  if  it  comes  under  miifiprt 

TfianagBiTiPTit  ** 
Both  Aeroflot  and  Mr  Bere- 

zovsky have  always  attempted 
to  play  down  the  extent  of 
their  mutual  relatloDS.  But  the 
buanessman,  whose  Interests 

run  from  fiie  oil  company  Sfl>- 
neft  to  ORT.  the  television 
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Goodyear 
to  shut  US 

plant  after Sumitomo 
alliance 
By  John  GrifflUis  In  New  York 

Goodyear,  the  US  tyre  maker, 

yestmtiay  bundled  a   big  cost- 
cutting  drive  as  it  confirmed  R 

had  entered  a   strategic  alli- 
ance with  Sumitomo  Rubber 

Industries  of  Japan  to  create 

the  world’s  bluest  tyre  manu- 
facturer, 
Goodyear  is  to  close  one  d 

its  largest  plants,  at  Gadsden, 
Alabama,  as  part  of  a   major 
rationalisatioD  of  its  operating 

activities  aimed  at  cutting 
costs  by  up  to  $lSQm  a   year. 
Plants  in  Asia  and  Latin 

America,  r^ons  hit  badly  iff 
flTianeial  and  economic  crises, 

also  face  cuts.  Up  to  2,800  jobs 

out  of  Goodyear’s  97,000  global 
workforce  will  be  losL 
The  measures  were 

announce  hours  after  Good- 
year and  Sumitomo,  J^^pan’s second  largest  tyre  maker, 

sUmed  a   letter  of  mtent  seeling 
thdr  alliance.. 

Goodyear  also  announced  a 
steep  rise  in  net  income  last 
year,  despite  the  problems  all 
major  tyre  makers  face  in 
some  of  the  world's  larger 
emergmg  markets,  notably 
BraziL 
At  $682Am,  or  $4.81  per 

share,  net  income  was  22  per 
cent  up  on  ISSTs  $5SB.7zn,  or 

$3.58  per  share.  The  figures 
were  adiieved  despite  a   84  per 

emit  drop  in  sales,  to  $l2Aba 
Burn  $13,lbn. 
On  Wall  Street,  Goodyear 

shares  were  3A  pta-  cent  father 
in  eady  trading,  rising  $i%  to 

$52. Goodyear  executives 
declined  to  give  det^  of 

udiich  Asian  T.atin  Ammi- 
can  plants  mi^t  be  affected 
and  made  no  ^pgriHwi  the 

company’s  European 

operatii^. However  these  are  also 

almost  certain  to  nndezgo 
some  rationalisation  as  a 
result  of  the  alliance  with 
Sumitomo. 
Sumitomo  has  eight  plazits 

in  Europe  and  Goodyear  six. 
The  two  menidho- 
turiiv  operations,  distrlbation 

and  product  lines  will  face  sub- stantial  rfiangB  as  the  partners 

seek,  the  $360m  a   year  cost 
savings  which  Samir  GSbaxa, 

Goodyear  ebahman,  said  yes- 
should  finm  part  of  the 

btai^ts  of  the  alliance. 
Undta'  the  agreement  signed 

by  Mr  Gibara  and  Naoto  Saito, 
premdent  of  Sumitomo  Rubber 
Industries,  a   final  agreement 

Betting  up  the  alliance  should 
be  signed  by  the  beginning  of 

M^. 
The  six  joint  ventures  to  be 

set  up  as  the  core  of  the  collab- oration are  scheduled  to 

become  operational  at  the 
beriming  of  September. 

The  two  rides  confirmed  that 

they  would  form  four  qperat- 
Ing  joist  ventures,  one  in 
North  America,  one  in  Europe 
and  two  izi  Japan,  with  two 

further  vestures  responrible 

fbr  glohri  purchasing  and 
stuffed  tyre  technology. 

All  except  the  Japanese 

operatisg  ventures  will  be 
under  Goodyear's  majority 
control  They  riso  confirmed 
that  Goodyear  would  pay 

Suaritomo  $936m  in  cash  as 

part  the 
jFIsaUy,  Goodyear  is  taking  a 

10  per  cent  strai^ic  state  in 

SuznitoDD,  which  has  a   market 
gip}talisatlon  oi  around  Slbn, 
while  Suznitomo  is  taldx^  a 

cross-holding  of  equivalent faiBii  value,  representing  a 
i^nTdtng  of  just  over  one  per 

cent  in  Goodyear. 

MakbiB-triKks  fbr  Jqian,  Rage  Tl 
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Volatile  exchange 

rates  usher  in  age  of 

the  currency  analysts 
Established  US  sector  begins  to  make 

inroads  in  Europe,  writes  Alan  Beattie 

Recent  cmHangB  rate  vola- 
tilily  -   not  least  betwemi 
the  dollar  and  the  yen  - 

has  bit  at  a   time  when  many 
investors  such  as  pension 
funds  are  building  up  their 

holdings  of  overseas  assets. 

One  spin-i^  is  £ast<growiug 
demand  for  currency  analysis. 

The  wild  swings  in  Gurren- 
des  over  the  past  couple  of 

years  have  also  increased 
interest  in  the  subject  amoi^ 

those  already  invested  over- 

seas. After  many  years  as  the 

junior  partners  to  bond  and 

equity  reseaidi,  currency  anal- 
yas  may  finally  be  onmii^  of 

age.  A   new  reflect  for  the  dis- 
cipline. already  established  in 

the  US,  is  now  making  inroads 
into  Euttqie. 

Pareto  Farbitas,  one  of  the 

firmt-juaners  in  the  sector, 
says  it  has  seen  rising  interest 
in  its  work  in  Europe  over  the 
past  three  years. ‘"This  &   particularly  true  in 

countries  Hke  the  NeQietiands. 
where  large  funded  pension 
schemes  are  looking  to 

increase  tbeir  holdings  erf  for- 
eign assets  after  gedng  throuriz 

strategic  asset  allocation  pro- 
cesses." says  Alex  Over,  Pare- 

to’s assistant  director  dl  mar- 
ketlDg.  He  adds  that  the 

proportion  of  non-European 
assets  beld  by  maziyEuropean 
flmds  ia  iqp  to  25  per  cent  azid 
xising. 

The  recent  move  d   Avinash 

Persaud,  one  of  the  best- known  cuirmiey  analysts  in 

file  fweign  Byrhangp has  broT^t  this  into  focus.  Mr 
Persaud  resigned  two  weeks 
ago  as  head  of  currency 
research  at  J.P.  Morgan  in 
London  to  take  up  the  newly 

created  post  of  head  of  coiren- des  and  Tnanag^g  director  at 
pQtnam  Investmaits,  tte  giant 

Boston-based  fond  manage. 
Meanwhile,  his  former 

employer  is  bolding  a   confer- 
ence to  laumote  the  idea  of 

currency  "overlay"  -   where flind  managers  set  targets  for 
exposure  to  currencies  as  well 
as  to  assets.  R   the  currency 
targets  and  asset  taniets  do 
not  match,  the  fund  may  have 

to  adjust  the  asset  pmtfolio 
holding  cash  or  other  assets  in 
a   currency  in  which  it  is 
underwel^t  or,  increasingly, 

by  using  derivatives. "There  has  been  great  inter- 
est in  this,  with  most  of  those 

present  coming  fiom  Europe,” 
says  Harriet  Richmond,  of  JJP. 

Morgan  investment  Manage- ment in  London. 
mthout  currency  overlay, 

asset  managers  tyidcally  deal 
with  currency  ri^  in  one  of 
two  ways.  Some  simply  ignore 

it,  assuming  that  what  is  good 
fiff  a   country’s  assets  is  good for  its  cmrency- 

Ofiiers  completely  hedge  the 

carrenqr  mg^osure  to  protect 
the  value  of  their  assets  in  the 

currency  of  their  liabilities. 

Deutsche  Bank 
in  talks  over 
Newcourt  stake 
By  Edwtari  Aldea  in  Toronto  and 
WBBani  Lewis  in  ItowYnk 

Deutsche  Bank,  the  German 
hanWng  gToop,  Is  in  negotia- 

tions with  Newcourt  Credit, 

the  world's  second  largest asset  flwangft  company,  on  a 

deal  that  could  give  the  Cana- 
dian group  control  of  a   portion 

of  Deutsche  Bank’s  worldwide 
tearing  huriness. 

In  exdiange,  Deutsche  Bank 
would  acquire  an  equity  share 
in  Newcourt,  andmstood  to  be 

rouridy  40  per  cent  or  CS3.3bn 

($2.2ni)  based  on  Newcourt’s corrent  market  capitalisation. 
A   deal  would  make  Deutsche 

Bank,  which  late  last  year 
agreed  to  take  over  Bankers 
Trust  of  the  US,  a   leading 

^oha]  player  in  the  rapidly 

growing  asset  fi^aworng  busi- 
ness. which  geierates  signifi- 

cantly higher  profits  than  tza- 
djHfma]  hSTilt  liwvtiTig. 

For  Newcourt,  the  arrange- 
mmit  would  slash  its  borrow^ 
iz^  costs  and  give  it  the 
resources  to  pursue  new 
acquirititm 

Newcourt  shares  rose  C$4  to 

C$5450  in  midday  trading  yes- 
terday following  a   Reuters 

r^pmt  that  Newcourt  was  in 
uegMiasions  to  acquire  Deut 

«1w»  Bank’s  IK  lagging  aeerig 
in  the  deal 

But  a   person  close  to  the 
company  said  the  two  entities were  ffigrawging  a   larger  deal 

that  would  turn  control  of 

Deutsdie  Bank's  aOizig  leasing 
divisions  in  both  the  US  and 

Europe  over  to  Newcourt 
'Zha  aegotferttens  are  taking 

place  betereen  Newcourt  and 

Deutsche  Bank's  core  bank division. 

Deutsche  Rftwfc  paid  a   snb- 

stantial  premium  to  acquire 
ITT  Commercial  Finance  in 

the  US  in  1995,  hoping  to  cap- 
ture a   growing  riiare  of  the 

hlgh-margin  asset  finance business  in  the  US.  But  the 
division  has  not  performed  up 

to  expectations.  The  bank's GEFA  group  In  Germany, 

Spain  and  lUy  is  a   market 
leader  in  non-captive  sales 

flnancirig 

Deutsche  Bank  declined  to 
coznment  yesterday.  In 
Toronto.  Newcourt  released  a 

statement  saying  the  eompany "does  not  have  any  material 

iziformatlon  or  news  to  dis- 

dose  to  the  marketplace”. 
Newcourt  has  been  search- 

ing for  a   large  deal  since  last 
summer  when  talks  with  the 
Canadian  Iznperial  Bank  of 

Commerce.  Canada’s  second 
largest  bank,  broke  off. Those  talks  were  understood 

to  involve  CISC,  which  cm^ 
renfiy  hdds  a   Utile  znore  than 
9   per  cent  of  Newcourt  stock, 
taking  a   larger  minority 

position. 
With  Newcourt  In  play, 

other  potential  bidders  are  alM 
looking  at  the  company, 

including  another  Canadian 
bank  and  some  US  leasing 

Newcourt  initiated  the  die- 
CDSsloos  with  Deutsche  Batik. 

A   deal  would  solve  two  imme- 
diate pnhTpmg  fix:  Newcourt 

First,  it  would  sls^  the  com- 
pany's cost  of  borrowing  dra- 

matically by  improving  its 
credit  rating. 

Second,  it  would  give  the 

company,  which  is  the  world's second  largest  asset  finance 
group  after  GE  Ctapital,  the 
resources  to  pursue  new acquisitions. 

broadcaster,  is  widely  believed 

to  exml  a   considerable  influ- 

ence through  associates  and 

executives  within  the  com- 

pany. 

Several  of  those  dose  to  him 
have  recently  left  Aeroflot,  but 
among  those  remaining  who 

ate  exposed  is  Nikolai  Glush- kov.  who  resigned  to  rejoitt 

LogoVAZ,  Mr  Berezovsky’s principal  business  vehide,  as  a 

top  executive  but  who  remains 
on  the  airline's  board. The  company  said  yesterday 

it  had  suspmded  with  immedi- 
ate effect  two  senior  execu- 
tives connected  to  the  oUgareh 

in  response  to  alleged  prob- 

lems in  their  department  iden- 
tified by  its  internal  auditors. 

One  of  the  two,  Alexander 

Krasnenker,  the  director  of 
eommerdal  operations,  was 

previouriy  Mr  Berezovsky’s 
d^ty  at  LogoVAZ. Contacted  yesterday  even- 

ii^,  Mr  Berezovsky  said  he 
had  heard  that  there  was  a 
"mistmderstanding"  between 

Mr  Okulov  and  other  manag- 

ers. However,  he'  mririorf  he 
had  no  connections  either  to 
A»oflot  m   to  Andava. 
T   don't  own  a   sinrie  share. 

There  are  so  many  discussums 
about  my  name,  peoide  have 

the  impression  that  1   own  all 

of  Russia." 

Cormptlcm  Adonic,  Page  2 
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Bixt  ccDrency  analysts  say  the 

Gist  of  these  is  naive,  the  sec- 
ond eapensive.  Since  October 

1998,  for  example.  US  stocks 
have  oontmued  to  soar  white 
the  US  dollar  has  pluz^  25 

per  cent  against  the  yen.  An 
equity  analyst  holdii^  US 
shares  to  provide  a   return  for 
yen  investors  would  have  lost 
more  on  the  currency  than 

was  gained  on  the  asset  price. 
‘Hie  inception  of  the  euro, adiiing  fflipthar  large,  mainly 

dosed  economy  with  its  own 
currency,  increases  the  risk 
that  exdumge  rates  could  fluc- 

tuate more  than  asset  mam^ 
ers  are  used  to.  And  hedging 

every  exposure  cannot  only 
beco^  laborious  and  binder 
swift  movement,  it  can  also 

prove  too  expensive  in  certain 
markets.  Fluctitionera  use  a 

variety  of  techniques  to  come 

UP  with  recommendatiops  for 
euirmicy  exposure. 
Mr  Persaud,  who  has  been 

one  of  the  most  evident  benefi- ciaries from  the  rise  and  rise 

of  currency  amdysis,  says  it 
win  soon  be  regarded  as  an 

essential  part  of  the  invest- 

ment process.  “Our  time,”  he 

says,  “has  come." 
Lex,  Page  12 
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chief 

defends 
Paribas 
merger 

By  George  Grahain  aid 
Ctey  Haris  fti  London Daniel  Bouton,  chief  executive of  Soetete  Griterale,  yesterday 

defended  the  French  bank’s 
choice  eg  Paribas  as  a   merger 

partner  and  said  the  combined 
SG  Paribas  would  be  for 
growth”  in  the  European 
financial  services  market 
Investment  bankers  and 

equity  analysts  have  said  a merger  between  SG  and 
Banque  Nationale  de  Paris,  its 
main  French  banking  rival, 
would  have  offered  more  scope 

for  cost-cutting  and  .produced  a stremger  bank. 

But  Mr  Bouton  said  the  com- 

bination would  have  been  "a Franco-French  solution"  and 
would  have  destroyed  share- holder value. "The  troubie  with  a   BNP 

deal  is  that  the  two  organisa- 
tions have  run  exactly  the 

same  story  for  years.  You  have 

exactly  the  same  pattern  of  tal- 
ents and  exactly  the  some  pat- 

tern of  weaknesses." Mr  Bouton  and  Andi4  lAvy- 

Lang,  his  counterpart  at  Pari- bas. held  tentative  discussions 
two  years  ago,  but  detailed talks  on  the  ClNin  ($l7.10bn) 
deal  unveiled  on  Monday  were revived  only  recei^. 

The  two  men  said  the  launch 
of  the  euro  last  mon^  had 

made  a   merger  a   matter  of 

,   strategic  urgency.  However, 
detailed  preparations  for  the 
new  currency  meant  a   meiger 

could  not  have  been  under- taken sooner. 

The  year  2000  is  expected  to 
pose  less  of  a   problem, 

althou^di  the  merger  will  alter 
some  IT  priorities.  In  cases where  one  hank  is  working  on 
a   minennium-related  prqject.  It 

cancel  it  in  favour  of 

adopting  its  partner's  nxDJeimi- um-compliant  system. 
Paribas  is  viewed  as  an 

investment  bank  and  bmiefits 
of  the  merger  are  expected  to 
flow  from  eambinmg  its  bond 

businesses  with  SG’s  equities 
and  derivatives  tolerations. 

Once  the  merger  is  com- 
pleted, creating  a   groim  with  a tnarke*  f^pitnlisatlftn  of  more 

than  €30bn,  Mr  lAvy-Lang  and 
Mr  Bouton  expect  to  pursue  a 

range  of  partneiships  and  joint 
ventures  across  Europe  in 
retail  finance,  investment 

hanking  and  asset  nianagB. 
meat 

Bouton  IntoniBW,  Page  16 
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COMPANIES  &   FINANCE:  THE  AMERICAS 

HEDGE  FUNDS  BETTER  .RISK  PROFILE  PROMPTS  FIRMS  _ 

LTCM  backers  meet 

over  cutting  expos^e 
By  WlOam  Lewis  bi  NewYbik 

Senior  execoQves  from  each 
of  the  14  financial  institu* 
tions  that  bailed  out 

Long-Term  Capital  Manage- 
ment last  gumwiw  wUl  meet 

today  in  New  York  amid 
growing  sgoa  of  tensions  at 
the  hedge  Aind. 
The  meeting  is  the  first 

time  the  senior  executives 

have  met  since  they  con- 
vened at  the  Federal  Reserve 

Bank  of  New  York  on  Sep- 
tember 23  and  agreed  to  put 

up  $3£2Sbn  to  save  LTCM 
from  liqtuidatioo. 

Since  then  representatives 
of  each  of  the  firms  involved 

have  met  regularly  as  a   con- 
sortltun  hoard  to  oversee  the 

fund’s  investments.  How- 

ever, today’s  meeting  of  the 
firms’  most  senior  execu- 

tives comes  as  a   group  of 
consortium  members  are 
pushing  for  the  return  of 
their  bail-out  money  before 
the  yew-end. 
The  consortium  comprises 

leading  US  and  European 
institutions  and  each  of 
them  agreed  to  put  in  as 
much  as  $250m  for  up  to 
three  years  to  help  stop  the 

fund’s  liquidation  causing 
turmoil  in  the  world’s  equity 
and  bond  markets. 

On  the  back  of  recent  posi- 
tive investment  perform  an  ce 

by  LTCM  -   it  now  has  assets 
of  about  $4.7bn  -   and  a   sub- 

stantially reduced  risk  pro- 
file. the  chief  executive  of 

one  US  Him  said;  "We  would 
like  to  get  our  money  back 

as  soon  as  possible.’' However  the  ehaii-man  of 
another  consortium  memhar 
said  that  with  the  fund  ach- 

ieving positive  investment 

returns,  he  is  keen  to  “stay 

for  the  ride”. Consortium  members  keen 

to  exit  have  attempted  to 
find  a   buyer  fbr  all  or  part  of 
the  fund’s  investments. 
None  have  so  £ar  pro^  suc- 

cessful but  have  effectiv^ 
forced  Mr  Meriwether  and 
other  LTCM  partners  to  start 
preparing  the  ground  tor 
raising  new  funds  to  buy  out 
some  or  all  of  the  consor- 

tium later  this  year. 
In  recent  weeks  the  part 

ners  have  been  conducting 

global  investor  presenta- 
tions. 
While  the  consortium 

appears  split  on  how  long  it 
should  stay  together.  Its 
members  seem  unazdmous 

on  one  issue  -   prevmiting 
John  Meriwether  and  the 

fund's  founding  partners 
from  speaking  publicly. 

All  have  reacted  furiously 

to  public  comments  by  part- 
ners in  which  th^  sou^t  to 

blame  in  part  the  actions  of  - 
Wall  Street  trading  firms 

and  other  funds  for  LTCM’s 
near  collapse. 

“I  don’t  think  you  will  see 

them  speaking  out  again,’’ said  a   senior  executive  at 

one  Of  ttie  consortium  mem- 
bers. Mr  Meriwether  alleged 

earlier  this  month  that  after 
the  rouble  devaluation  on 

August,  certain  Institutions 
began  trading  against 
LTCBTs  investments,  wors- 

ening its  plight. 
While  they  are  sceptical 

about  Mr  Meriwether’s  abil- 
ity to  raise  new  funds,  con- 

sortium members  say  they 
remain  keen  to  hdp  him. 

Today’s  meeting,  to  be 
held  at  the  New  York  offices 
of  the  leading  Wall  Street 
law  firm  Skadden,  Arps, 

Meagher  &   Flom.  is  also 

likely  to  discuss  the  fund’s 
on-going  lending  relation- 

ship between  Chase  Manhat- 
tan, the  US  bank,  and  the 

LTCM  management  com- 
pany. owned  by  the  partners. 

With  LTCM  having  sub- 
stantially reduced  its  risk 

premium,  consortium  mem- bers  are  said  to  be  insisting 
that  Chase  reduces  the  rate 
the  management  company  is 

paying  for  the  ibdlity.  Chase 
declined  to  comment 
Yesterday,  a   spokesman, 

for  LTCM  partners  decUned 

to  comment  and  a   spokes- 
man for  the  consortium  sai± 

The  purpose  of  the  meeting 
is  to  brlrf  the  senior  people 
who  were  involved  in  the 

initial  stages  of  the  recapital- 

isation.'’ 
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SUMAAARY  OF  RESULTS 
FORT>€QUARTBlANDYEARB'4DH)31  DECEMBER  1998 

Quarter aided 
Deeendter 1998 

Quarter ended 

September 1998 

Ytar 
eaded 

Deconber 
1998 

Ybar ended 
December 

1997 BASED  ON  APPROPRMIION  ACCOUNTING 
GoU 

Produced  -   kgs 52  698 
53  164 

215  377 239  218 

Revenue - 1^  sold 61  296 61  071 58  636 
53  634 Cash  costs -   RyOq  pmihKed 41203 41  930 40  439 
41 188 

-   S/dz  produced 222 210 

229 279 

Profit  from  opeiatiora 
•   R   milBon 951,3 

901.0 
3   215,0 Z   361.3 

Capital  ecpeiidituie 
•   prilling  diiect  and  ether 

’-  R   milUon .   2633 
246.9 

947,7 1   009.4 

■   rscoupnents 
•   R   nriUion (10.0) (148.8) (602,8) (103.0) 

Net  capital  expenditure •   R   milUon 253,8 
97.7 

544,9 906.4 

AvailaUe  profit -   R   million 414,4 492,9 1660,8 1   385,1 

Eambigs -   cents  per  share 
424 

503 1697 
1   416  . 

BASED  ON  INTERNATIONAL  ACCOUNTING  STANDARDS 
6oU 
Produced  •   os  (000)  1   690 1   709 6   921 7   691 

Revenue -   S/ozsold 332 306 

247 

365 
Chsh  costs •   sifoa  produced 222 210 

229 

279 
Thtal  piodoctiao  costs -   S/oz  produced 2SB 237 265 323 
Profit  from  opeiadoiH -   $   milto 127.5 1075 

434.1 
134.9 

Capital  cxpeiiditiiie 
-   mining  direct  and  other -   $   nriUioR 45,8 

39.7 
171.9 2175 

-   recoupnwnts 
-   S   miltion 

(15) (».o) 

(735) (22.5) 

Net  cipitri  erpenditiire ■   S   miUien 445 15.7 98.7 1955 
Total  net  earnings -   S   milUon 

825 
38.1 3175 1795 

Earnings *   cents  per  share 84 

39 

324 

183 

Headline  earnings -   cents  per  share 90 

60 

283 174 

NOTB 
1.  AU  Ksutts  have  been  auditetU 
2.  The  issued  ocAiaiy  capital  comprises  97  853  199  onKnaiy  sha«  of  SO  centi  each. 
3.  Emrings  per  shaie  haw  been  c^iated  using  a   weighted  average  number  of  ordinaiy  shares  in  issua 
4.  The  unabridged  report  wHl  be  posted  to  shareholders  on  or  about  Friday  5   Fdiruaty  1999  and  copies  ate 

avaOable  fiora  the  addreees  given  below. 
5.  The  unabridged  report  wiQ  also  be  available  on  the  Irrtemet  at  the  undermentioned  address. 

FINAL  DIVIDENO  OECLARAnON 

finaldividend  No.  SSofSOO  cents  (for  illustiatiw  purposes  equivatent  to  132  IS  cents  at  the  rate  of  echange 
ruling  on  1   Fehruary  1999)  (1997: 875  cents;  180  LE  cents)  per  share  has  been  decbied  payable  on  Fndayi 
26  Match  1999  to  shareholders  legisteied  at  the  dose  of  business  on  FHdajn  19  Febmaiy  1999.  The  register 
of  members  wiU  be  dosed  fnni  Satunlajit  20  February  1999  to  27  February  1999,  hidiisive. 

By  order  of  the  beard 

N   F   Oppenhalmeii  QiairtiiM 
It  H   CodsdL  Oiirf  Encudve  Officer 

Johannesburg 
2   February  1999 
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Music  leads  Time  Warner  jecoyery 
By  Christopher  Partes In  Los  Angoles 

nme  Warner,  Wall  Street’s favourite  entertainment 

property  for  more  than  a 
yWi  gained  more  ground 
yesterday  after  it  reported 
better-than-ejcpected  fourth- 

quarter  results. 
Encoun^d  by  strong 

growth  in  magazines,  music 
and  the  cable  television 
business,  and  yet  another 
bullish  statement  from 
Gerald  Levin,  chairman, 
Investors  marked  up  the 

shares  2   per  cent  in  morning trading. 

Us  net^cs  of  1?  cents  a 
share  for  tiiree  months 

to  the  ud%)S>ecember  beat 
analsrsto’  foraciato,  of  a   19 
cent  detici&  and  inclnded  a 

one-off  -of  $2l0m* related  to  ̂    .ssile  of  Time 
Warner’s  'ahare  in  the 
Frimestar  satellite  televisi<m 

consortium.  .   . Income  was  also  dpritari  by 
S304m  in  expenses  related  to 
the  redemption  of . preferred 

stock. But  all  main  operating 

divisions,  led  by  music, 

^owed  strong  gains  in revenues  and  cash  (low 

during  the  (laarter,  and  the 

group  ended  the  yitor  with its  debt  reduced  SSbn  to 

gl&Sbn. 

“We  expect  ,19S9  to  be 

another  record-breaking ' 
year,"  said  Mr  Levim In  music,  the  company 

reported  fourth-quarter  (der- ating cash  Bow  up  34  pffiT 
cent  at  S2(^m,  continuing  a 

change  of  fortnnes  which 
started  in  the  previous  quar- 

ter. and  helped  bring  the 
division’s  Income  at  this 
level  to  3493m  for  the  yean 
an  inoease  of  6   per  cent 

Cash  flow,  defined  as  eam- 
mgs  before  amortisation  of (wfangibte  assets.  Is  a   mea- 

sure  used  l^com-'  during  the  year  ffeU  despite paTifac  with  E^vy  debts. 

Publishing,' whidi  inidudte 

People  and  Fortune  maga- .   irinas,  r^Kirted  record  -cash 
flow  for  the  quarter,  up 

l8percentaS3234m.&lvea- 
by  gains  of  more  than  per-  A-femband£R. 
cent  in  advertising  revenues  .   Ihe  TBS  Filmed  Entertain- 

at  lead^Tg  titles.  ment  division,  which 
'   m   the  film  business,  ?   Includes  Castle  Rock  and 

.   Waznar  Bros,  which  includes. '   New  Line  Clnefoa, .   had 
television  .   prograixuning. ;   almost  flat  cash  flow  of  lesm 

successes  such  as  Lethal 
Wetown  4   and  ClQf  ̂Angeb, 

but  earnings  were  boosted 

^   syndicated  sales  to  cable 
and  sateUita  operators  of 
ttievision  serite  su<A  as 

g^imated  20  per. cent-  more cash  flow  than  a   year  ear- 
lier, btinidng  the  advance for  the  12  to  25  per cent 

Results  ftmn  feature  films 

iir^  quarter. (hlUe  Netwoiks  saw'<cash flow  up  15  per  cent  at  nism 
thaidEs  to  improved  sidiMrlp. 
tion  revenues  from  HBD  and 

the  Cinemax  film  netwcffk. 

AOL  in  online 
credit  card 

advertising  deal 
By  Roger  Taylor in  San  ftandsco 

America  Online,  the  leading 
internet  company  in  the  US, 

has  signed  an  advertising 
deal  with  FirstUSA  expected 

to  generate  ^OOm  over  fbe next  five  years. 

Tfaousfot  to  be  the' largest ever  internet  advertising 

deal,  it  is  a   vote  of  confi- 
dence in  the  new  ttiwUuhi  by 

FirstUSA  the  largest  credit 

card  lender  in  the  US.  Fir- 
stUSA has  been  an  enthusi- 
astic proponent  of  online 

marketing  2iDd  In  recent 
months  signed  a   |90m  deal 
with  Microsoft  and  a   3125m 

deal  with  Excite  for  promo- 
tion over  the  internet 

The  company  has  estab- lished itself  as  the  biggest 
Rnanriai  services  advertiser 

on  internet.  It  relies 

largely  on  direct  mail  to  pro- mote its  range  of  diffeently 
branded  credit  cards  rai^dng 

from  a   University  of  Tennes- see affinity  card  to.a  Qrding enthnsiagfs  eaxd:  However. 

the  internet  can  provide 

equally  precise  methods  to 
promote  the  highly  targeted 
cards. 

“If  we  know  somebody  Is 
Tnniring  at  the  web  site 

thw  alma  maier  we  can  sug- 

gest an  affinity  card  TTniwri to  it.”  FirstUSA  said.  It 
added  that  its  experience 
indicated  that  customers 

won  through  online  promo- tions were  no  worse,  and 

possibly  better,  than  those 
won  thmngh  other  channels. 

Some  have  suggested  that 
customers  who  take  out 
credit  cards  online  are  likdy 
to  be  a   worse  risk  because  of 

the  types  of  pe(^  who  use 
the  internet 
The  deal  is  also  a   coup  for 

AOL,  which  under  the  lead- 
ership of  Steve  Case  is  rap- 

idly eicpanding  its  e-com- merce  capabilities,  helped  by 

Stave  Ceae:  expandsig  AOL'a 

the  planned  acquisition  of 

Netscape,  the  internet  soft- ware company. 

The  FiistUSA  deal  extends 
an  earlier  agreement 
between  the  two  to  promote 
co-branded  credit  cards  and 
will  also  allow  fIrstUSA  to 

promote  its  other  products 
to  AOL's  17m  customers. 

AOL  wfl]  run  adverts  for  Fh<- 
stUSA  and  advise  the  com- 

pany on  how  best  to  use 
tedinology  to  target  its  mes- 
gage  to  online  users. Lee  Spiier,  a   principal  at 
management  consultants 

  -■ 

GBpraiin 
Boos  Allen  &   Hamilton 

which  specialises  in  the 
financial  services  market, 

skd  FirstUSA  was  establish- 
ing  Its  own  brand  name  as 
the  credit  raid  name  most 
associated  with  tiie  internet 

anyone  who  has  five credit  cards  there  is  a   50  per- 

cent chance'that  one  of  them 
is  a   FirstUSA.  card.  If.  whra 

people  go  to  shop  on  the internet,  the  company  can 

put  its  name  at  top  of  the 
customer’s  mind,  .thNe  is  a 

greater  diance  its  card  will 

get  used.”  he  said. 

Reebok  fails  to  stay  the  course 
By  Vkdoria  GriHlBi  in  Boston 

Misery  toves  company,  and 

ri^t  now  the  on^  comfort 
sportswear  maker  Reebok 
can  find  in  its  woeful  per- 

formance is  that  the  entire 

industry  has  be©B--hi-n slump.  ^ 

On  Tuesday,  the  company 
announced  another  set  of 
dismal  results  for  its  fourth 

quarter  of  1998.  disappolnt- 

i^  fbe  market  with  its  top line  growth  in  particular. 
Sales  fell  18  per  cent  to 
3705m;  while  profits  of 
$645,000  reversed  into 
losses  of  $7.lm,  or  a   loss  per 
share  of  13  cents  compared 
with  1   cent  profit  last  time. 

Paul  Fireman,  chief  exechi- 
tive,  peppered  his  remarks 

with  comments  about  “over- 
capacity" and  tisofteaing poncaiTncr  demand”. 

Yet  Reebok  may  be  more 

lonely  than  it  would  like  to 
believe.  Phil  Knildtt,  presi- 

dent of  Reebok’a  nemesis, 
Nike,  is  upbeat  ftiese  flays, 

telling  inv^ConSTto  e^ect 
improving  sales  ̂    th|  sec- 

ond half  of  1999.  “ICke  is  jus- 

tifiably optimistic,’'  said 
John  Shanley,  a   senior  ana- 

lyst at  Van  Easpar  Securi- 
ties. “The  retailers  Fve 

talked  to  aJD  say  they  have  a., 

fantastic  line  for  the 

stylish  -   rand  '   well-mate .   .cfotluis  tbaj^  wffi  be  sold  (m  a 

somewhat  exclusive  basis.*' 
While  sales  in  tbe  sector 

are  e^iected  to  remain  ilat 

this  year,  many  of  Beebok's competitors,  includiTig  ffike. 
Adidas,  the  German  group, 

and  the  Massachusetts-based 
New  Balance,  win  grow  by 

gaining  market  share,  say 
analysts.  They  will  probably 

do  so  at  Reebok’s  eqiense. 

Mr  Shanley  reckons  Nike’s US  market  share  to  be 

41A  per  cent,  and  says  it  wiU 
-prob^Iy  climb  to  45  per  cent 

'in  1999. 

Adidas  is  expected  to  lift 
its  share  from  12  to  13  per 
cent  and  New  Balance  from 
4.5  to  5   per  cent  Reeboki  on 
the  other  hand,  may  see 

market  share  ‘dropping  from lOB  to  a   forecast  10  per 
Reebok  has  been  on  a 

downward  spiral  since  the 

early  1990b.  In  1987,  the  com- 
pany seemed  unstoi^iable  as 

it  overtook  Nike  to  become 

the  biggest  US  sportswear 

group.  Now,  however, -Nike’s revenue  is  almost  four  timcH 

thatTOf-  its-once-^andi-nvBl,"' and-Adlil^  has  been  gaining 
^und  steadily  in  the  US 
over  the  last  few  years,  as 

competition  is  grows  as  a 
result  of  new  entrants  like 

New  Balance. 
Reebok  still  has  some 

cards  to  play.  It  has  used 
aeronautics  technology  to 

create  high  performance 
footwear  that  analysts  say 

may  be  the  best  in  the  jnar^ ket  Last  year,  it  rrtteated 
from  high-cost  sports  spon- 

sorships that  probably  added 
little  to  the  bottom  line,  and 
its  balance  sheet  is  looking  a 

lot  bealthier.  It  is  now  repo- 

sitioning itself  as  a   ‘^rass 
roots”  sportswear  maker 
whose  products  promise 
value  and  performance  to 

amateur  athiMaa  - 

Yet  the  company  contin- 
ues to  be  plagued  by  gota 

distribution  and  branding. 
“Reebok  doesn't  seem  to  able 

to  get  the  shelf  space  in  the 
sportswear  outlets  that 

count  right  now.”  said  Mr Shanley^ 

Further,.  Tins  consumers’ -boradotai  wffl  ̂ parte  'ofaocg -and  apparel  te  .po^^making 

life  easier  for  Re^k.  Ameri- 
can adolescents  have  bedome 

more  interested  in  classic 

clothix^  from  retailers  like 
The  Gap  and  Abercrombie, 
and  it  may  take  some  time 
for  the  fashion  pendulum  to 

swing  back  to  sportswear. 
However,  hope  is  on  the 

horizon  for  the  industry. 
European  sales  may  grow 

this  year,  say  industry 

watchers,  and  Asian  reve- nues ace  picking  up  stnqfly 
because  consumers  in  th^ 
countries  have  held  off  so 

long  from  buying  footwear. 
The  summer  Olympics  in 

Sydney  are  also  likely  to 

encourage  consumer  inter- 
est 

But  first  Reebok  needs  to 

ttdee  advantage  of  these 

(opportunities. 

Results  lift 
hotel  share 

prices 

By  RidiinnilMn  to  Hm  York 
Investors  in  the  battered  ,U8 

hotels  and  gaming  indo^ 

enjoyed,  a   brief  respite 

yesterday. '   Two  oftfae  sector’s  biggest 

'   comp^es,  Marriott  Interna- 
tional and  Starwood, 

reported  aarnfogg  that  .vtere 

slightly  above  Wall.Street estimates.  Meanwhile  shares 
in  a   third.  Patriot  American, 

on  hopes  that  it  was 
moving  closer  to  shedding 
some  of  its  ccipiding  defat  by 

sdling  properties. 
However,  the  develop- ments were  not  mtough  to 

di^el  the  .generally  glomny 

mood  that  has  hni%  over- the 

group,  brought  oh  by  -fears about  craerbuildii^  of  hixury 

hotels,  felling  demand-  from 
Asian  gamblers  and  fbreed 
asset  sales  by  fonherly 

high-flying  -   re^  estate 

Investment  trusts  (reits).  - Sbares  in  Marriott  (dinibed 
more  than  5   per  cent  during 

the  morning  after  the  Wash- ingtoD-ba^  hotels  company 

registered  an'  18  per  cent increase  in  net  income  du^ 

Ing  the  final  quarter  of  1996, 
to  -3114m.  Revenues  - rose 

10  per'cmit  to  32.5biL 

Starwood's  stock .   recov- 
ered some  lost  ground  after 

1^  repotted  a   65  pet  cent 

jump  .   in  funds  from operations,  the  most  n^ly 

us^  measure  of  r^t  pi^or- mance.  The  company,  v^iose 
brands  mdudeSheraiteBbifid 

f*WesiM,  •   In 
Ilecemba-  that  It  would,  not 

fait  Wall  Street's  earlier  esti-' mates.  TTte  '$L40  a   share  in 
flmds  from  operations  that  it 

reported  yesterday  was  in 
tine  with  its  Decemb^  fore- 

cast, tfadu^  Wall  Stmt  had expected  it  to  earn  stiffly 

less.  .   ' 

Shares  in  the  former 
high-dying  reit  rose  3Si  or 

4   per  cent,  to  $25%.  thou^ 
they  are  still  55  per  cent 
below  their  12-month  high. 

Patriot  American  rose  by 

more  than  7   per  cent  cm  a 
report  that  Hilton  Hotels 
was  negotiating  to  buy  some 

of  its  properties  and  inject 
some  new  equity  into  the 

company.  Patriot’s  shares climbed  $K  to  $5^,  but  are 
still  worth  barely  a   fifth  of 
thmr  value  at  the  peak  last 
year.  Hilton  fell  $^  to  314ft. 

Air  Canada  moves 

to  raise  margins 
By  Scott  Morrison  in  Toronto 

Air  Canada,  the  country’s largest  carrier,  yesterday 
said  it  would  cut  staff  and 
reduce  the  size  of  its  fleet  in 

a   bid  to  raise  the  airline's operating  profit  margins  to 
indusbry  standards. 

’Ehe  ̂ Une  also  said  the 

effects  of  a   pilots'  stiite  last autumn,  as  well  higher  ali> 
port  service  fees,  led  to  a 
fourth-quarter  loss  of  CCQm 
(US313.2m).  or  il  ctets  per 
share,  against  earnings  last 
year  of  C394m.  or  51  cents 

per  share. It  estimated  that  the  sti^ 
knocked  C338m  off  operating 
income  and  C$22m  off  net 
income.  The  company 
slashed  fares  following  the 
strike  to  win  back  incon^ 
nienced  passengers. 

Operating  revenues  rose 
from  CglAbn  to  CSLShn.  but 
operating  expenses  rose  8 
per  cent  to  CS1.5bQ,  primar- 

ily doe  to  a   jump  in  airport 
and  navigatfon  fCes  as  well 
as  higher  employee  benefits. 
Uunar  Dmrett,  cblef  exec^ 

utive,  said  he  would  focus  on 

raising  revenues  and  con- 

trolling costs  in  1999.  “Our 
objective  Is  to  bring  Air  Can- 

ada’s operating  profit  mar- 
gins up  to  US  industry  com- 

petitive levels,  (mnently  in 

the  10  per  cent  range,”  he said. 

The  airline  will  sbed  1,700 

employees,  about  7   per  cent 
of  its  workforce,  by  the  end 

of  the  year.  It  will  also  retire 

ageing  aircraft  and  defer 
delivery  of  new  Airbus  to 
cut  fleet  capaci^  ̂    more 

than  l   per  cent  *Mg  year. 

Copeland  appointed  chief 
at  Deloitte  &   Touche 
By  Jim  Krty Accountanqr  ConBspoDdent 

Deloitte  &   Touche,  the  US 
professional  services  group, 

yesterday  awnnimrari  a   new 
leadership  team  and  sig- 

nalled fuller  operational 

integration  of  its  ̂ obal  net- 
work of  firms  i^nd  tiie  bond- 

ing of  an  associated  interna- tional legal  practiced 
Partners  of  the  US  group, 

voting  six  mnYity  ah^d  of 
schedole  to  aid  global 
restructuring,  appointed 

James  Copeland  as  chief 

escecuUve,  replacing  -t  Mich, ael  Cook,  chairman  and  chief 
executive,  who  has  led  the 
firm  for  IS  years  but  could 
not  stendagain.  .   . 

Mr  Cc^land,  54.  will  also 

lead  ̂ obal  integration  awri 

is  esqiected  to  take  over  as 
chief  executive  of  Deloitte 
Touche  Tohmatso  in  April 

Ed  Eangas^  chief  executive and  <»Vtafrrman  of  DTT  S&DCe 

1989,  win  continue  as  chair- man of  the  global  board. 

Mr  Copeland  -led  DTT*$ 
inteniational  strategy  and 
structure  etnmnittee. 

DTrs  plans  mirror  those of  most  of  the  Big  Flve.firms, 

whi(di  are  raenng  to  build ' global  .integrated  partner- 
ships to  smrve  multinational 

(dients.  Deloitte  &   Touche  in 

the  UK  also  has  new  le^r^ 
ship  with  simiTar  goals. 

Most  of  the  Big  Rve  have 
ambitions  to  build  global 

legal  networks  but  there  are 
doubts  that  they  can  match 
the  rewards  of  the  larger  law 
firms  or  overcome 

entrenched  cultural  differ- 

ences. 

Mr  Cook  and  Mr  gawpas effectively  created  the  siod- 
em  global  firm  as  leaders  of 
the  US  merger  in  1988  of 
Deloitte  Haskins  &   Sells  and 

Touche  Ross.  The  firm  is 
fourth  out  of  the  Big  Five 

but  growing  test  with  1996 revenues  of  39bn,  up  22  per 

cent 

Mr  Copeland  said  he  had 
no  plans  for  a   global  mergsr 
with  other  members  of  the 

Big  Five. 
He  said  he  wanted  DTT  to 

have  a   “flexible”  structure  to 
respond  to  the  market  but 
there  were  no  plans  to  seek  e 
public  offering  of  any  part  of 

the  firm.  “We  like  the  syner- 

gies of  the  true  paitoersUp," 
he  said. 
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COMPANIES  &   FINANCE:  INTERNATIONAL 

MINING  GOLD  COMPANY  BENEFITS  FROM  RESTRUCTURING  AND  ASSET  SALES  IN  SOUTH  AFRICA 

Anglogold  lifts  profit  despite  weak  price 
Fiat  and  Volvo 

clash  Over  offer 
By  VfGlor  MaM  hi  Cape  Tomi 

Anglogold,  the  world’s 
biggest  gold  mining  CODl- 
pany,  boosted  pre-tax  proQt 
to  R2.88bn  ($479izi)  in  the 
year  to  December  1998  from 
R2^bn  in  1997  despite  the 
weak  gold  price.  The  oon> 
pany  said  it  had  reaped  the 
benefits  of  the  restructuring 
sweeping  tbrou^  the  So^ 
African  mining  sector. 
Created  out  of  the  gold 

Interests  of  Anglo  American, 

the  mining  and  indnstrial 
conglomerate,  Anglogold 
sold  17  mine  shafts  In  1998  as 

part  of  its  drive  to  focns  on 
high-value  operations.  Bobby 
Godsell.  the  chief  executive 
who  has  led'the  reform  of 
the  company  and  lefiws  to 

the  shafts  as  ‘’Eactories”,  said 
yesterday  the  disposal  of 
maitdnnl  South  AlErican 

operations  was  ‘'substan- 
tially complete”. Production  fell  to  21SA 

tonnes  of  gold  from  239.3 

tomes  the  previous  year. 
Anglogold  said  the  IQ  per 

ooit  drop  was  less  thau  the 
plannad  fell  of  17  per  cent 
after  the  asset  sales,  and  the 
perfbcmance  reflected  h^ier 

labour  productivity  and  bet- 
ter management  of  the 

group’s  mineral  resources. 
Cash  costs  fen  2   per  cent 

in  rand  terms  to  H40A39  per 

kilogramme,  while  dollar 
costs  dropped  18  per  cent  to 
$229  per  ounce,  partly  as  a 
result  of  the  weakness  of  the 

rand  in  nud-1998.  F.aming8 
per  share  rose  to  1,697  South 
African  cents  from  1,416  on 

an  appropriation  basis.  A flnai  dividend  of  800  cents 

has  been  dedared. 

The  improvement  over  the 

year  was  more  Impressive 

under  Intematkmal  account- 
ing standards  on  an  amorti- 

sation basis,  with  eamings per  share  rising  77  per  cent 
to  824  US  cents  frt>m  183. 

Ai^ogold's  operating  'mar- gin rose  to  20  per  cent  from 

5   per  cent,  and  its  return  on ffflpifai  employed  doubled  to 

12  per  cent m   the  last  quarter  of  tbe 
year,  Anglogold  protected itself  from  the  strong  rand 

and'  weak  dollar  gold  price 

by  continued  ^   hedging.' receiving  a   steady  B6l,2S6 

per  knograznme. Pre-tax  profit  rose  to 
R851m  from  RSUm  in  tlm 

September  quarter.  Hi^ier 
capital  expenditure,  bow- 
ever,  pushed  down  net  profit 

INTERVIEW:  DANIEL  BOUTON  and  ANDRE  LEVY-LANG 

SG  Paribas  to 
hold  back  on 
new  structure 
By  Cfay  Hants 
and  George  Gfabm 

Staff  in  the  international 
opnations  of  Soci6t9  Gene^ 
ale  and  Paribas  may  not 
leam  until  the  end  of  next 
month  whether  they  have  a 
job  at  tbe  new  SG  Paribas. 

Andrg  LSvy-Lang  and  Dan- 
iel  Bouton,  reqiectiv^  chief 
executives  of  Paribas  and 

Soci6t9  Gdndrale,  said  yes- 
terday that  deciding  wbo  fitr 

ted  would  be  a   Tiottom  up” 
process.  .It  was  likely  to 
build  on  the  existing  respec- 

tive investment  hanking 
strengths  of  the  two  banks. 

“We  did  not  decide  to  cut  x 
thousand  jobs  from 
scratch... we  will  continue 

to  work  off  two  legs  -   Paris 
and  London,"  said  Mr  Bou- 

ton, wbo  will  be  vice  tdiair- 
man  and  chief  executive  offi- 

cer until  he  succeeds  Ur 

Ldvy-Lang  as  chainnan/CEO 
in  2002.  \rah  a   total  of  4,100 
staff  emidoyed  Iqr  the  two 
banks.  London  has  the  larg- 

est rinidc  presence  out^de 

France,  followed  by  New 
York  with  iJXJO. 
The  two  bankers  contin- 

ued to  stress  tbe  ‘‘comple- 
mentarity'' of  the  hanks’ 

operations.  They  also  said 
SG  Paribas  was  aiming  to 
make  at  least  half  its  cost 

savinge  in  other  areas  such 
as  infbrmatiott  technology. 

In  France,  job-cutting 
would  depend  on  natural 

attrition,  ‘"nw  questixm  will 
not  be  how  to  cut  jobs,  but 
bow  to  recruit  enough 

people,”  Mr  Bouton  said. In  announcing  tbe  merger, 
the  banks  revealed  fiiat  their 

combined  investment  bank-, 
ing  operations  only  broke 
even,  before  tax  and  after 

provisions,  in  1998.  “fri  a 
way.  rd  say  it  was  a   very 

positive  result,"  Mr  L6vy- 
Tjiwg  sakL 

The  figures  Included  all 
ptovirions  and  losses  fbr  oo^ 
porate  loans,  including 
FFiS.5bn  (€S34m,  $668m)  for 
Asia  and  FEMJhn  fbr  Rus- 

sia. Until  a   year  ago,  SG  had 
not  suffered  any  losses  on  its 
Asian  loans  over  10  years, 

Mr  Bouton  said.  "We  had  to 
provision  in  two  years  tbe 
cost  of  risk  for  10  happy 

years,"  he  said. 
The  banks  had  also  suf- 

fered big  trading  losses  in 

emerging  markets,  interest- 
rate  derivatives  and  fixed 
iiuxrme.  This  was  c^set  by 

Keep  them  guesting  Daniel  Bouton  (MQ  and  AmW  LdvHang  an  not  rutiiing  bito  job  cuts  in  their 
iiiterosBonal  operaflons  AsMey  Ashwood 

their  best  year  for  equities, 

Mr  L4vy-Lang  said,  with 

profits  in  11  mnnths  and  a 
small  loss  iu  September. 

The  banks'  credit  latii^ 
were  put  under  review  as 
soon  as  the  deal  was 

of  its  perceived  greater  expo- 
sure to  volatile  earnings 

from  investment  banking 
and  an  iqgrading  for  Pari- 

bas for  the  opposite  reasoiL 
Bat  Mr  Bouton  said  SG 

Paribas’s  exposiure  would 

SG  Paribas  is  aiming  to  make  at  least 

half  of  its  cost  savings  in  other  areas 

such  as  information  technology 

announced.  Ratings  agencies  actually  be  reduced  because 

fnnTnriing  Moody'S  and  Fitch  of  the  merger,  as  tbe  bank 
IBCA  pointed  to  a   possible  cot  the  proportion  of  equity 
downgradii^  for  SG  because  allocated  to  corporate  and 

investment  banking.  This 
would  be  achieved  throng 
combining  trading  books 
and  a   continued  redaction  of ffftmmwrafli  lending. 

When  it  comes  to  deciding 
the  new  ratings,  balancing 

the  opposite  forces  could  be 
a   problem  for  the  agencies, 
since  SG  is  rated  AA-  and 
Paribas  only  one  level  lower 

at  A.  
' 

But  Mr  Bouton  admitted: 
**Tbe  probability  ot  a   down- 

gradiiig  is  s^nificant.” Mr  Bouton  hoped  the  agen- 
cies wotdd  take  tlm  time  to 

cany  out  the  review,  allow- 
ing  the  shape  of  tim  com- 

bined group  to  emmge  more 
clearly. 

Thomson-CSF  cuts  stake  in  Indr  a 
By  Tom  Bums  lo  MMiid 

Thomson-CSF  of  France 
yesterday  cut  its  equity  in 
Indra.  tbe  Spanish  electron- 

ics group,  from  25  to  10.5  per 
cent  and  paved  tbe  way  for 

the  Spanish  government's 
maiket  saie  next  month  of 
its  66  per  cent  stake  in  the 
group. 
The  Indra  public  offer, 

which  will  be  worth  up  to 
Pta92.5bn  (€55Sm.  $630m)  le- 
lauDcbes  a   wide-ranging  pri- 

vatisation programme  by  the 

government.  Interrupted  by 

last  summer’s  financial 
tunnoiL 

It  will  .be  followed  by  offer- 
ings involviz^  Ence,  the 

pulp  prodncer,  and  Iberia, 
the  national  afriinp,  that  are 
also  owned  by  tbe  state 
industrial  holding  company. 
The  disinvestment  by 

Thomson-CSF,  India’s  fore- 
most partner  in  defence  ccm- 

tracts,  removes  the  goveni- 
ment's  concern  about  the 

Iffesence  of  a   Httminant  for- 
eign equity  holder  in  the 

electronics  group  following 

its  privatisation. 

Ceja  hfodrid,  the  second- 
ranked  domestic  savings 

bank,  said,  yesterday  it  bad 
acquired  10.5  per  cent  of 
Indra  from  tbe  French  con- 

glomerate. Zaragozano,  a 
medium-sized  bank,  bought 
a   further  4.5  per  cent 
The  value  of  the  transac- 

tions will  depend  on 
the  Sepi  offer  of  Indra 

equity. 
The  two  Spanish  institu- 

tions will  maintain  their 

Indra  shareholding  for  three 
years  and  it  is  understood 
that  they  will  obtain  a   20  per 
cent  discount  from  Thom- 
son-CSF  on  Indra’s  issue 
price  for  tbe  acquisition  cf 
fiieir  stakes. 
Indra,  which  is  mostly 

active  iu  the  information 
and  control  systems  sector, 
raised  its  sales  last  year 

by  41.6  per  cent  year-on- year  to  €584.87  and  hs  net 
profits  70.5  per  cent  to 
€2L03m. 

The  group's  exports  grew 

strongly  in  1998  and 
accounted  for  35  per  cent  of 
its  turnover. 

Sepi  has  appointed  Banco 
Santander,  the  domestic 

bank,  and  Paribas  of  France 

as  ̂ obal  co-ardinators  for 
the  Indra  disposaL 

BAore  than  40  pm:  cent  of 
S^’s  initial  offerii^  win  be 
earmarked  for  retail  inv^ 
tors  and  Indra  employed, 

85  per  cent  will  be  allocated 
to  institutions, 
and  25  per  cent  to  domtetie 

.institutions. 

r 
Oarcrackreautb  HVkstqp  more  trucks 

and  cnSefS  cbaa  aziyooe  else. 

One  of  the  best  things  about  'Marhyn-  is  hovv 
fast  we  can  go  slow.  Take  brakes.  Meritor 

recently  acquired  LucasVarity  Heavy  Vehicle 
Bteking  Systems,  This  acquisition  us 

first  and  only  supsdiac  to  offer  a   Gcaiqplete  braking 

system,  product  line— not  to  mention  that- it 

expands  otxr  ̂ obal  maiket  presence.  But  some 

things 'win  not  change.  Customers  wfll  stifl  get 
the  ̂ seedy  service,  support  and  advanced  tech- 

nology they  have  come  to  expect  from  Meritor. 
We  see  more  growth  ahead.  Why  stop  now? 

MERITOR. 
'   AmdagitfBosknBTMiBOlaBj 

CRobal  Headquenars;  Ttoy,  Michigan  USA 
wwauBsziC0!r3ttte.cain 

to  R414m  from .   B492m. 
at  low  gold  prices and  even  with  the  strong 

rand,  Itls  posslMe  for  a   com- pany  like  to  produce 

strong,  earnings,”  said  Mr. God^ 
Like  other  SooCh  African 

gl^  ̂ tnpanifla,  AoSklBOld 

has  strug^ed  to  inmrove  its investment  rating  among 

international  analysts,  tdio 
value  North  American ■mTTiing-  companies  more highly. 

By 'lim  But  to  StocMnlD  and 

Paul  Batts  hi  Mtan 

Sanofi 
merger 
lifts  Elf 
results 
By  DaiM  Owen  in  Paris 

A   war  of  words  broke-  out last  m^t  between  Fiat  of 

Italy  and  Volvo  over  the terms  at  a   putative:  $lSbn- 

$1^  takeover .offiu  .for  the. .   Swedish  automotive'  gcaap. 

Volvo,  which  last  week- 
cdiose  to  stil  its  car  dbriaion 
to  Ford  of  the  US .   for 
SEiS0m  9639bn),  suggested 
yesterday  that  Fiat  bad  not 

made  a   "concrete”  hid -for the  company.  CXBdals  dose 

to  the  group  also  indicated that  an  ofier  of  about  Slflm 

foil  way  bdow  the  level  that 
would  be  seriously  consldr 

ered  by  Volvo’s  board  or shareholders. 

That  prompted  a   terse statemmit  from  Fiat  R   said: 

"The  Fiat  Group,  after  -sev- 
eral meetixms  with  the  Volvo 

management,  tabled  a' friendly,  concrete  and.' offer  fix*  the  acquisi- 
tion of  the-  entire  Swedish 

feseiVek  anS*  a   pfl^eaRi- 
Ings  mOIt^  of.  U to  the  lematning  Vdvolmsi- 

Elf  Aquitaina  the  French  oil 

company,  eqiwts  to  show  an 
excepthmal  profit  of  about 
FFr’ffm  (€L07bn,  $1.21bn)  in 
its  1999  accounts  as  a   rsutt 

of  the  planned  merger 

between  Sano^  its  majority^ 
owned  dru^  arm,  and 

SjmfbAIabo.  gnrfhar  French 
p'hgrmflffpntiffals  company. 

Fhffippe  Jaftte;  duunnan, 
made  the  discfosure  as  the 

group  announced  'prelimi- nary figures  patting  expec- 
ted 1998  net  income  exclu- 

ding special'  .items  at EFr7.9bn-FFi:6tm,  down  21-23 
per  cent  from  a   year  eaziier. 
The  company  said  the 

result  doncmstrated  its  resis- 

tance to  last  year’s  pro- nounced foil  in  the  price  of 

crude  oiL  "Elf  fovoured  iffof- 

itabili^  over  production  vol- 

umes.” Ur  Jatfr9  saiii. To^  which  stands  to 

usurp  Bfs  posttum  as-  the Ffench  dl  group  in 

the  wake  of  its!  planned 

merger  with  PetroFina  of 
Belgtum,  last  wedc  posted  a 

9.3  per  cent  reduction  in  its 
net  inccmie  exduding  noh- 

recmring  itums. 
Elf  served  notice  that  Its fiTiai  1998  results  would 

indude  FFr4.5bn  of  non- recuriii^  items,  suggesting 
that  overall  net  income 

would  reach  FFr3.4bn'- 
FFr3.5bn.  These  related 
partly  to  the  depreciation  of certain  assets,  notably  in  tbe 

Congo,  and  a   negative 
adjustment  for  the  decrease in  tbe  value  of  oil  stocks. 

Questioned  ou  the  Sancff/ 

Synthdabo-related  excep- 
tional profit,  the  company 

said  the  mrager  was  treated 

under  US  accounting  stan- 
dards as  a   partial  disposal  of 

Elf  8   interest  in  Sanofi  and 

an  acquisitiOD  of  a   pocent- 
agp  of  Synthfilabo.  Mr  Ja£fr6 
also  indieated  that  following 

the  merger,  which  Is  expec- ted. to  take  place  on  May  IB. 

Far  s   35  pec  coxt  Intmvst  in 
the  new  ocoqpany  would  he 
accounted  for  by  the  equity 

method.  He  said  tbe  group's dividend  would  either  be 
maintained  or  increased 
shghtly. 
Mr  Jaffr4  also  indicated 

the  company  was  prepared 
to  take  a   dispate  with  tte 

Eurupean  over 
subsidies  granted  by  the 
German  authorities  to  help 
privatise  and  dean  a   large rhcmiflai  site  in  the  former 

East  Germany  to  tte  Euro- 

pean Court  of  Justice. 
Senior  Commission 

sources  have,  said  that 
unless  Brussels  received  the 
details,  it  would  demand 
repayment  of  part  ot mCLtim  in  aid. 

group.” 

Officials  dose  to  Volvo, 
however,  indicated  sudi  an 

offer  would  have  been' imificeiy  to  get  a   recommen- 

dation from  tiie  Volvo  board. 
According  to  internal 

assessments,  the  Swedish 

grocto  sbould'be  worth.ito  to 
$2^  or  S22bn,  equivalent  to 
about  SEi400  a   share.  That 
valuation,  including  a   bid 

premium,  was  based  on  the $6J5bn  offered  by  Ford  for 
the  cars  business,  cash 

.sised  it  wanted  to  acquire 

the  entire  Volvo'  ̂ up because  it  saw  siga^^t. 

hidnstiial  and  commercial 

possibOities  in  the  Integra^ 

ties  of  Us  two  group’s  attiv- ities.  rangiM.  troxn  cars, 

trucks  and  earth-moving 

equipmeDi  toarnnengtoes. 

Meamrtiile,'  sbafes-  in 
Scania,  the  Swedish  heavy 
tcuA  maiwifeictaret,  yetted 

day  roM  more  than  S'per 
cent  on  speculation- 
'Volvo,  WM  prepaxtM-  to lamieh  a   bid  fiw  tbe  oaoh 

pany.  Scanla's  most  com- moi^  traded  B   shar^  have 

jumped  .43  per  cent  In  the past  three  weeks  following 
V^vo’s  surprise  acqiusition 

cf  a   near  13  per  cent  atake 

last  w^with 

The  latest  'efaate  jnfoe  rise followed  ronarks  by  Leif 

Johimsson.  Volvo  dbief  »o- uUve,  that  the  company  was 

'pwsuing  talks  with  bivestar 
—   Scanfak  /w«<*nning  dtaie- 
hrtlrtfli*  and  the  "Wifn  vahlftla 

for  Sweden’s  Wallenb^ 
hnainaaa'  moidie  —   OoUid 

lead  to. '   a .   "eomhlnatlGin” between  Volvo  and  Scania. 
hfr  Jcdiansson  said  he  vrais 

determined  to  expand  Yol- 'vo’s  commercial  vehicle 

interests  following  last 
week’s  decision  to  sdl  tiie 

ear  divisum  to  Fbrd,  . . 

NEWS  DIGEST 

BMW  dismisses  talk 

of  chief’s  removai 
Specutertion  dreuiated  yestord^  that  the  bo&uil  of  German 
vehide  rnaloar  BMW  ccdl  fix  the  rernoval  of  chief 
executive  Bemd  Pischoterieder.  The  talk,  denied  by  BMW. 

was  itomked  by  a   report  in  the  weekly  magarine  Stem  and 

came  two  days  ahead  of  Friday's  supervisory  board  meet- 

Ing.  j 

Stem  said  that  BMW  supervisory  board  cf^  5>ertiard 
von  KDnheim  favoured  replacing  Mr  Pfscheisrfeder  vrith 

Wolfoang  Rertzle.  sales  and  mmkeflng  chief.  The  magazine 

said  Mr  von  KQnhdm  blames  Mr  Pisi^ietsriederfor  under-r 

esdmateig  the  problems  at  Row  at  the  tone  of  its  pur- 

chase^ * 

BMW  said  the  meeting  was  a   regularly  scheduled  one  hi  - 
which  management  wfll  reportio  the  supervtory  boaid  on 

the  restructuring  at  its  troubled  UK  Rover  urdL  But  BMW 

did  not  rule  out  that  some  board  mentor  may  raise  per- 
sonnel issues.  Many  analysts  expect  BMW  to  grant  Mr 

Pischelsrieder  another  sbe  months  to  improve  performance 

at  Rover.  Itta  Harrischtoger,  FtaiBdurt 

Colonial  in  US  acquisition 
Coloni^  the  Australian  banidng  and  inairance  group,  is  to 

acquire  the  Asian  and  UK  funds  management  operations 
of  hficholas-^ipIdBato.  a   US  funds  manager,  for 

US$15Bm. 

The  move  highlights- growing  compefibon  in  the  Austra- 
lian insurance  and  funds  management  market  and  fbffows 

a   string  of  acquidtions  by  Colohial  in  AustiaBa  and  over^ 
seas.  The  group’s  aggressive  expansion  strategy  hiduded 

last  year’s  takeovers  of  the  Aushalian  businesses  of  Pru- 
dential Cbrp  and  Legal  and  General,  both  of  the  UK,  for 

about  A$2.2bn  (US$1 

The  latest  d^  1^  Ookmid  First  State  Investments,  Colo- 
rNafs  fond  maniagement  arm,  would  bring  the  group's  total 
funds' under.management  to  A$1Abn.  NicholasnAftolegate 
Capital  Mai^ement  Asia  and  UK,  which  would  trade 

under  Colonies  Asian  brand,  CMB  First  State  Invest-  .. 
merits,  has  more  than  US$400m  in  fisids  laider  manag^. 

merit 

NicholasTApplegate’s  intematfbnal  operations,,  while 

oomparatfvely  small,  would  strsngthtoi  Colonial’s  hifra- structure  in  Asia  and  Europe,  said  Peter  Poison;  mwiaglng 
(toector  of  Colonial  Rrst  Ste^ 

It  would  also  provide  entry  to  Singapore,  adding  to  the 

group’s.opieiations  in  Hong  Kong.  B^ing  and  the  Phflfo- 
pines,  arto  eotpand  Colonial's  presence  in  Hong  Kong 
ahead  of  the  introduction  erf  mandatory  sigierarviuBdon.- Gwen  Robineon,  Sydney  . 
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COMPANIES  &   FINANCE:  ASIA-PACIFIC 

of  TOKYO'S  AHEMPTS  TO  REFORM  ™   SECTOR 

LTCB  seeks  buyer 
for  its  operations 
By  GBItan  Tett  In  Tokyo 

Long-Term  Credit  Ranb  the nationalised  Japanese 
is  seeking  a   foreign  or 
domestic  buyer  for  its 
operadoos  in  what  will  be 
an  important  test  for  the 
government's  attempts  to 
press  ahead  with  hanfcing reform. 

Takashi  Anzai.  president, 
said;  “From  this  week  we will  be  talking  to  Interested 
parties  about  a   sale.  We 
hope  to  conclude  a   deal  as 

soon  as  possible.” A   deal  with  a   western 

group  would  mark  a   sl^iifi- 
cant  increase  in  foreign  pen- 

etration into  the  country's 
once-closed  financial  sector. 

Japan  Leasing,  the  country's 
second  liu'gest  leasing 
group  and  a   key  affiliate  of 
LTCB,  is  being  sold  to  GE 

Capital. 
However,  LTCB  said  that 

it  had  not  yet  received  any 
firm  offers  from  foreign  or 
Japanese  groups. 
Some  bankers  have 

expressed  doubts  whether 
the  business  can  be  easily 
sold,  given  that  its  franchise 
has  b^  badly  eroded  since 
the  collapse  last  summer.  It 
has  also  lost  many  of  its staff. 

LI^  has  appointed  Gold- 
man .Sachs  as  a   financial 

adviser  in  the  sale,  and  Mr 

Anzai  insisted  that  the  hanfe 
would  take  every  step  to 
ensure  that  It  found  a   buyer. 
"We  want  to  sell  LTCB  as  a 
single  entity,  but  we  will 

accommodate  the  buyers’ 
needs,”  he  said.  TTie  gi«»  of the  sale  will  be  fixed  by  the 

buyer." 

LTCB’s  assets  totalled 
almost  YSO.OOObn  f|261m) 
last  year.  However,  the  level 
of  good  assets  is  believed  to 
have  shrunk  to  about  >i«>f 
this  since  the  summer. 
Mr  Anzai  said  it  was  try- 

ing to  sell  its  huge  bad 
assets  to  government  institu- 

tions and  was  rea^  to  nego- 
tiate with  any  buyer  about 

the  degree  of  liabilities  any 
purchaser  would  share  with 

the  government  *Tt  is  possi- 
ble that  the  government  will 

create  a   special  reserve  sys* tem,*'  he  said. 

llie  price  for  LTCB  is 
likely  to  be  decided  after 
negotiation  with  the 
financial  Revitalisation 

Committee,  a   government 
body  that  is  overseeing 

banking  reform.  This committee  will  also  soon 
rtwHiifl  the  price  that  it  wQl 

pay  Co  LTCB’s  farmer shareholdeis  fbr  the  shares 

that  the  government 
acquired  last  autumn.  This 
is  expected  to  be  a   token 

sum. Sumiedmo  Trust,  the  trust 
bank,  indicated  last  summer 
that  it  might  participate  in  a 
merger  with  LTCB,  but 
withdrew  when  the  scale  of 
LTCB's  bad  loans  became 
clear. 
However,  some  bank 

ftffirialg  haire  *bnt 
Sunutomo  may  be  Interested 
in  a   deal,  in  an  attempt  to 
win  goverrunent  support  fw 
its  own  restructuring  efforts. 

NEWS  DIGEST 

CHINA 

Companies  to  help  Itic 

meet  debt  repayments 
Companies  controlled  by  the  munidpal  government  of 
Dalian,  a   port  city  in  the  north  east  of  China,  are  expected 
to  prosHde  funds  to  help  the  troubled  Dalian  Intematfonal 
Trust  and  Investment  Corp  (Drdc)  meet  its  debt  repayment 
obllgatiorts,  city  offkxals  said  yesterday.  The  move  illus- 

trates for  the  first  time  how  a   credit  squeeze  hitting  239 
Itics  in  many  parts  of  China  can  have  an  impact  on  key 
local  companies  and  the  wider  ecoiomy. 

“Munieijmi  companies  that  are  shareholders  in  Ditic  will 
make  sure  that  its  debts  are  all  repaid  and  there  is  no 

defauR,"  said  one  official  from  Dafian,  who  declined  to  be 
identified.  He  did  not  name  the  corrg)anies  in  question. 

Foreign  bankers  have  noted  that  Ditic  was  experiencing 
pre^ems  (n  servidng  its  foreign  debt,  raistrtg  cor>cems 
that  the  DaBmi  trust  corporation  could  sutler  the  same  fate 

as  the  Guangdong  hie,  which  begari  bankruptcy  proceed- 

ings last  month. 
Li  Yongjin,  wee-mayor  of  Dalian,  offered  an  assurarxie 

yesterday  that  Ottk:  was  quite  able  to  repay  hs  ddits,  and 

added  that  media  reports  had  vastly  overstated  the  trust’s 
assets.  He'saM  Ditic  rapakd  year  ̂  
US$1 40m  in  oultianding  dtfits.  Jan^  Kynge,  S^ing 

RETAIL 

Tesco,  Samsung  eye  venture 
Samsung  Corporation,  the  trading  amn  of  the  South  Kor- 

ean conglomerate,  is  negottallr^  writh  Tesco,  the  UK's  txg- 
gest  supermarKat.group,  over  a   ra^  joint  venture  which  It 
hopes  could  be  estabUshed  witiuri  the  next  two  months. 
Samsung  launched  a   retail  dtvidon  last  year  and  may  be 

seekfaig  Tesoo’s  hek)  to  boost  the  business,  gfvm  its  par- 
ent's finaidat  difficulties. 

n   opened  a   department  store  arid  two  hypermarkets  in 
the  Seoul  area  to  compate  against  other  lead^  Korean 

groups,  including  Hyundai  arid  U3,  which  sdrei^  have 
slzsai^e  retail  operations. 

Tesco  had  hoped  to  kxiy  a   retafl  business  in  South 
Korea,  repeating  tiie  success  of  its  ecqul»tion  of  the  Lotus 
chain  in  Thailand  last  year.  However,  it  has  bem  unable  to 
fkid  a   suitable  takeover  target  and  has  been  talking  to  a 

number  of  potential  partners  irtstead. 
■   Samsung  and  Daewoo  yesterday  agreed  to  sign  a 
memorandum  of  inderstandlng  by  February  15  on  the 

transfer  of  Samsung's  car  division  to  Daewoo,  South 
Korea’s  second  biggest  car  producer.  The  two  companies 
have  been  under  government  pressure  to  condude  the 
deal  and  stop  a   month-long  stoke  by  Samsung  Motors 
workers  over  threatened  job  losses.  Samsung  is  expected 

to  take  over  Daewoo  Bectronics  in  return  for  its  car  busi- 
ness. Daewoo  Bectronics  workers  have  also  gone  on 

strSce  over  the  deal. 

The  swap  between  Samsung  and  Daewoo,  armounesd  in 

eai^  December,  has  stalled  over  Sarnsung’s  dented  that Daewoo  continue  production  of  its  SMS  saloon  series, 
^though  Daewoo  makes  a   similar  modeL  as  Samsung 
seeks  to  protect  the  jobs  of  subcorrtractors.- 
John  Burton,  Seoul,  and  Peggy  HoHinger,  London 

CAMERAS 

Minolta  sees  profits  decline 
Minolta,  the  Japanese  camera  manutocturer,  yesteid^ 

forecast  a   10  per  cent  dre^  in  full-year  parent  operating 

pr^  to  Y14,8bn.  Sales  and  net  pi^  for  1998  would 
both  fan  short  of  its  previous  forecast,  the  company  said. 

It  added:  The  weak  demand  in  Asia  and  the  domestic 

market  for  cameras  and  prinftrs  Wt  us  harder  than  ejqDeo- 

ted.  Also,  the  competition  In  the  US  and  Europe  is  increas- 

ing. Office  autornation  equipmant  sales  bib  higher  than  last 

year,  but  still  below  expectations.*'  Julie  Hms,  Tokyo 

DuPont  in 

Japanese 

polyester venture 
By  Alexandra  Nostainn. h   Tokyo 

DuPont,  the  leading  US ffhatniwiT  arift  plsstics  maker, 

yesterday  unveDed  plans  to 
oollahorate  with  TeUin.  the 

large  Japanese  synthetic 
fibre  manufacturer,  in  a 

50-50  joint  venture  in  an 
attempt  to  strengthen  its 
position  In  the  competitive 

global  polyester  production 
business. 

The  joint  venture  win  pro- 
duce more  than  3Q0J000  tons 

per  year  of  polyethylene 
teiephthalate  (PET)  and 

polyethylene  naphthalate 

(PET)  polyester  film  and have  sales  of  about  SL4faQ. 

according  to  Yosbikuni 

Utsunomiya.  investor  rela- 
tions general  manager  at 

Teijin. DuPont  said  the  venture 
would  be  the  indusby  leader 

hi  polyester  films. 
Teijin  has  a   mazket  capi- talisation of  YSSShn  ($3.5b&} 

and  produces  90,000  tons  per 

year  of  polyester  film. 
DuPont  produces  250,000 
tons  per  year. 

The  deal  is  the  latest  ̂ ep 
in  the  ̂ obal  lestructnrmgto 
the  PET  fiiTn  huaness.  Last 

year,  Hoechst,  the  German 
chemical  and  pharmaceuti- 

cal company,  sold  its 
share  of  a   poly^ter  film 
joint  venture  to  its  ̂ qanese 

partner,  Mitsubishi 
Chemical.  DuPont  also 

signed  a   letter  of  intent  with 

Alpek  SA.  de  C.V.  to  pro- duce and  market  polyester 

sbgde  fibre,  and  in  1997  it 

acquired  the  PET  film  busi- ness fiem  ICL 

DoPont  and  Tefizn  ha^ 

had  joint  ventures  In 
Luxembourg  azxi  Ohio  ̂ nce 

199L 
“This  is  a   reasonable 

arrangement  that  strength- 
ens DuPont's  core  polyester 

business.  DuPont  is  stronger 

in  packaging  and  geoieral 
uses,  while  T^jin  is  stronger 
in  industrial  uses.  And 
DuPont  is  weak  in  FEN  film 
where  Teijin  has  a   good 

product,"  said  Tommy  Ttoig, 
analyst  at  Merrill  Lyndi. 

Teijin's  shares  closed 
yesterday  at  Y42S,  np  7   per 
ggnt.  or  28  points,  from  the 

previous  day.  Teijin  has 
fallen  57  per  cent  from  hs 

peak  of  71,000  in  August  of 
1988. 

It  fbiecast  consrflWated  net 

sales  for  the  year  ending 
March  1999  at  YSOOhn,  with 

operating  income  at  Y33ho 
and  net  income  at  Y9ba. 
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SingTel  engages  in  defensive  moves 
Loss  Of  monopolies 
anci  filing  market 
share  are  taking 
their  toll,  writes  . 

Sheila  McNulty 

In  a   current  advertising 
campaign,  .Sinp^^ore  Tele- com has  played  on  its  001 

internation^  access  code  to 

promote  itself  as  a   James 
Bond-type  compansrt  daring, 

confident,  and  autiroritative;. 

And  why  not  -   U   Is  the  big- 

gest company  on  Singapore’s stock  exchange,  holds  a 

fixed-tine  monopoly,  and  has 
S<5.6bn  (irs$3.3bo)  in 

reserves. 
But  Sin^el  must  work 

hard  to  live  up  to  Its  image, 
and  behind  the  s^nes  it  is 
on  the  defensive,  tewt  year  it 

offered  rate  cuts  and  dis- 
count packages  that  saved 

customers  SS?3m.  about 

20  per  cent  more  than  the 
savings  offered  in  1997.  For 
1999,  it  is  promising  S$34Qm 

more. 
It  lost  its  mobOe  monopoly 

in  1997,  azMl  aitviitugh  it  con- 
tinues to  gain  new  custom- ers it  has  be^  lo^ng  market 

share.  Ihe  regional 

crisis  has  cut  into  traffic  on 
its  international  telephone 
services,  which  generate 
about  40  per  emt  of  revenue. 
And.  despite  being  the 

bell-wether  stock  that  for- 
eign investors  must  buy  or 

at  least  wat^  closely,  ana- 
Ijwts  say  its  share  price  has 
underperformed  the  market 
in  recent  months. 

The  company  is  continu- 
ing to  cut  costs  to  customers 

and  to  upgrade  its  services 

in  the  hope  of  reviving  traf- 
fic. while  remaining  region- 
ally competitive  and  prepar- 
ing for  the  loss  of  its fixed-line  monopoly  next 

year.  Barely  a   week  goes  by 
without  an  announcement 

from  SingTel  about  new 
products  or  further  rate  cuts. 

It  has  announced  reduc- 
tions of  up  to  44  per  cent  in 

rates  for  its  Integrated  Ser- 
vices Digital  Network,  which 

enables  high-speed  digital 
transmission  of  voice,  data 

Number  crunching 
store  prtcB  rOUva  to  indica 

1938 

Jan  *99 

Monthly  talemaitonal  outgoing  traffic  (mDBon^ 

Cunndaliw  Internationa]  outgoing 
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and  video  signals  over  a   sin- 
gle line,  ft  has  run  trials  for 

Asia’s  first  voice  paging  ser- 

vice. opened  the  region’s first  global  dial-up  virtual 
private  network  and 
announced  the  launch  of  its 

first  satdlite. "Rate  reductions  are 

reflective  of  SingTel's  com- mitment to  always  remain 

competitive,  promote  cus- 
tomer loyalty  and  ensure 

that  Singapore  continues  to 
be  the  pre-eminent  telecoms 

hub  in  this  region."  says 
Brigadier-General  Lee  Hsien 

Yang,  president  and  chief 
executive  officer. 
But  the  price  cuts  do  not 

seem  to  be  gaining  the  com- 
pany a   following  amid  the 

economic  slowdown.  "It  is not  having  the  desired  effect 

it  might  in  bnoyant  times." says  David  Fergusson, 
regional  telecoms  analyst  for 

G   JC.  Goh  Securities. 

Analysts  say  SingTel's December  international 

direct  dial  HDD)  call  vol- 
umes were  down  Al  per  cent 

tDonth-on-month  and  dovra 

2.1  per  cent  year-oo-year. For  the  first  half  ended 

September  30.  SingTel’s  out- going international  traffic 

grew  by  8   per  cent  but  inter- national telephone  revenue 
decreased  by  5.4  per  cent, 
due  to  substantiEd  IDD  rate 
cuts.  Net  profit  rose  just  3j4 

per  cent  to  SS997.6m.  .Ana- lysts are  expecting  flat 
results  for  the  financial  year 

to  Maith,  and  SingTel  is  not 

building  up  anyone's  hop^ 
"Tlte  downward  trend  in 

the  kei'  business  drivers, 
specifically  international 
telephone  traffic,  new  mobile 
subscribers  and  business 
lines,  is  expected  to  continue 
in  view  of  the  poor  economic 
outlook  in  Singapore  and  the 

region."  SingTel  says.  "The results  of  the  group  for  the 

second  half  year  are.  there- 

fore, expected  to  be  weaker." Michael  Millar,  regional 

telecoms  analyst  for  SG 

Securities,  says:  "The  longer- term  fundamentals  on  the 

IDD  side  are  not  encourag- 
ing. SingTel  gets  40  per  cent 

of  its  revenue  ffom  IDO  and 

that  will  be  the  main  area  of 
attack  for  Star-Hub  when  it 
comes  on  the  market  next 

year." 

Star-Hub,  a   joint  venture 
between  British  Telecommu- 

nications, Singapore  Tech- 

nologies Telecommunica- tions, Singapore  Power  and 

Nippon  Tdegraph  and  Tele- phone. has  been  awarded licences  to  run  fixed  and 
mobile  telecoms  services from  April  2000. 

.Analysts  believe  its  combi- nation of  global  and  local 
infrastructures  will  provide 
stiff  competition.  But  they 

are  not  prepared  to  write  off 
SingTeL  At  the  start  of  the 
year  it  bouffot  a   20  per  cent 

stake  in  Thailand's Advanced  Info  Service  to 
add  to  48  overseas  projects  it 
has  in  18  countries.  Analysts 

expect  more  such  moves  in the  region. 
"They've  got  massive  piles 

of  cash  on  the  balance  sheet 
and  they  need  to  put  it  to 

work,"  Mr  Millar  says.  If 

they  can  do  that  out  of  the 

country,  losing  the  monop- 
oly at  home  might  not  be  so 

painftil 

Analysts  consider  SingTel 
to  be  fair  value  between 
SS237  and  SS2.40.  Its  shares 

closed  yester^y  at  SS2.28. 

Indosat 
surges 

ahead  of 

seU-off 
By  Sander  Thoeiies  in  Jakarta 

Indonesia  Satellite,  the 
international  call  operator, 

yesterday  beat  expectations 
with  an  82  per  cent  rise  in 
199B  net  pr^t  and  raid  It 
expected  to  complete  the 

sale  of  a   12  per  cent  govern- ment steke  in  Msurch. 
Indosat,  which  is  65  per 

cent  state-owned,  said  profits 
reached  Rpl.lSSbn  ($13lm). 

compared  to  Rp640.8bn  for 
1997.  Analysts  bad  predicted 

profits  of  about  RplJlOObn. 

Operating  revenues  were 
up  44  per  cent  to  Rp2.102bn. Interest  income  jumped  from 

Rp94bn  to  Rp245.4bn,  and 
foreign-exchan^  gains  were 
Rpl82.Sbn,  against  RpS9.9bn, 
but  the  rebound  of  the 

rupiah  and  reduction  of interest  rates  late  last  year 
caused  both  to  decline  in  the 

fourth  quEuter. 

Operating  expenses  were 
up  31.5  per  cent,  owing 

largely  to  transbtion  of  dol- 
lar cost  into  rupiah,  accord- 
ing to  the  company,  which said  it  cut  costs  by  relying 

more  on  submarine  lines 
than  on  satellites. 

Indosat  came  under  pres- sure when  the  rupiah 
rebounded  and  traffic 

started  to  decline  in  the  sec- ond half  of  the  year.  The 

company  kept  a   market share  of  87  per  vent,  but 

incoming  calls  were  doi\'n 11.4  per  cent  in  the  final 
quarter  and  use  of  services such  as  package  switching 

nose-dived. Government  approval  of 
tariff  increases  of  50  per  cent 

in  November  eased  the 

impact  of  declining  traffic 

and  Indosat  said  it  was  push- 

ing for  another  increase. 
The  results  and  expecta- 

tion of  demand  for  public 
shares  after  the  sale  b^t  on 

the  steady  rise  of  Indosat’s shares  in  the  past  week.  The shares  closed  at  Rpll.726. 

from  Rpll200  the  day  before 

and  RplO.250  a   «-eek  ago. 

Strong  increase  in  1998  Rhone-Poulenc’s  earnings 
”1998  MU'  the  suaessjitl  ezeevtion  of  our 

strategy  to  refocus  on  life  sciences,  by 

creating  and  listing  Rhodia  on  the  Paris  and 
New  York  Stock  Exchanges  and  by 

announcing  our  intention  to  merge  vith 
Hoechsr. 

'Rhonr^Poulenc’s  life  sciences  businesses, 

and  pharmaceuticals  in  particular,  are 
today  experiencing  dynamic,  ongoing 

growth.  The  1998  earnings  demonstrate  that 

oar  new  products,  suck  as  the  anti-cancer 
agent  Taxotere*,  the  anti-thromhoric 
Loaenox*,  the  insecticide  Regent*  and  the 
herbicide  Botence*.  are  the  key  drivers  of 

this  growth.  Moreover,  the  re-engineering 
measures  implemented  during  the  year 

are  b^inning  to  produce  positive  results, 

perricHlarly  in  terms  of  enhanced 
profitability.  Today  we  have  a   strong 
foundation  which  will  ensure  the  success 

of  Aventis.  ” 

Jeaa-Rene  Founou 
Chainnan  &   Qiief  Executive  Officer 

1998  Consolidated  accounts 

Net  sales:  FF  86.797  biltionf 

13.232  biOion  €   (+2.51)6) 
Net  income: 

FF  4.224  billioo/644  milljon  € 

Excluding  non-recurring  iremsto: 
■Ner  tneomr;  FF  4.2/0  billion/ 

642  mUlion  €   (*23.2ato) 

.   *   Earnings  per  share: 
FFU.4S/J.74  €   (*12.500:) 

•   ̂nufigs  per  share  excbiding 
amortization  of  goodwill: 
FFlS.25/2.33  €   (+ 1 1.80b) 

Rhone-Poulenc 
is  a   leading 

life  scienees  company, 

growing  through 

innovations 

in  human, 

plant  and  animal 

health 

fp 
Lift  sciences 

Consolidated  net  ales: 
FF  51.466  billion  (+6J4b) 

Earnings  from  operations: 

FF  6.701  bllliOD  (i-25.24b) 

■   Pharma  ■ 

Rhone-Poulenc  Rorer. 

Pasteur  Merieux  ConnouqAr,  Centeon 

CoosoHdated  net  sales; 

FF  34.484  biUion  [+7.2CSb)l3i 
Earniogs  from  operations: 

FF  5.716  bniion  (+23.64b) 

Sales  of  strategic  products  today  account  for 
2S4b  of  pharmaceuticals  sales,  compared 

with  I94t)  in  1997.  Most  countries  expe- 
rienced sales  growth,  with  a   veiy  strong 

contribution  from  the  American  market 

and  through 

its  specialty 

chemicals  subsidiary, 

Rhodia. 

•   Oncology  (-(-42.4%)ti>:  Taxotere*.  sold  in 
66  countries.  +   SO.BQb^l  lo  FF  2.244  billion; 

Campm*  *   208 4b  and  Cianocyte*  -i-  I2Bilb  0>. 
•   Tbrombosis/Cardloiogy  (-t-lO.sqbli^i: 
Lovenox*/C1exane*+33.14bl>)  to  FF  3.618 

billion. •   Central  Nervous  System:  Rilutek*,  the  only 
tieamient  authorized  for  ALS  (amyotrophic 

lateral  sclerosis), +24.14bl^l. 
•   Respiraioiy/Allergy:  Nasacort*  AQ 
+   94.49tf*l  to  FF  498  million.  The  progressive 

stabilization  of  sales  of  Azmacort*  (triam- 
cinolone acetonide)  is  continuing,  in  line 

with  objectives. •   Vaccines  (-hlO.S  flu  vaccines 
-t-22.89b(^l  to  FF  1.053  billion  and  the 

injectable  polio  vaedne,  Ipol*  *   59.44b<^i  to FF  406  million. 

■   Plant  and  Animal  Health  ■ Rhone-Pouienc  Agro, 

Rhone-Ponlenc  Animal  Nutrition, 
Rbone-PouJeneJardin,  Merisi 

Consolidated  net  sales: 

FF  17.225  billion  l-i-4ab)i3> Earnings  from  operations; FF  3.586  billion  (+16.8%) 

Increase  in  sales  volume  of  new  products, 

such  as  the  insecticide  Regent*  (fipronil) 
+67.2%ril  to  FF  799  million  and  the  herbicide 

Balance*  to  FF412  miUioa  for  its  fust  year 
in  major  markets.  Sales  of  the  antiparasitlc 
Frontline*.  +62%  to  FF  1.773  billion,  rose 

rapidly  both  in  Europe  and  the  US.  The 
launch  of  the  antiparasitlc  Eprinex* 
(ivermectine)  on  the  rattle  market  allowed 
MerialM  to  stabilize  its  position  on  this  maikei. 

Rhodia 
Consolidated  net  sales: 

FF  36.323  bUUon  (-2.4%)(» 

Earnings  from  operations: FF  2.717  bUlion  (+30.2%] 

RFiodia  contiDued  to  improve  Us  proH- 

tabilUy,  in  line  with  its  objectives.  Funher 
progivss  is  expected  to  be  made  in  1999. 

A   gross  dividend  per  ordinaiy  share 
of  FF  6   win  be  recommended 

by  the  Board  of  Directors  at  the  Annual 
General  Meeting  of  shareholders, 

  on  May  26.  1999.   

<l)  On  a   niapanblr  bass. 

OilC-KHC  gats  rctofriag  (tom  Ibr  tfstinx  nt  Sha^it,  th* 

nancnuiiiB  diargn  is  ihe  Honu  Svclor  ana  Rhodia.  uur-iiae 
CC4IS  llakad  lo  the  ienponry  »hp|de«fl  of  Ihe  Cenieon 

naaiBfadhiing  WM  ai  ZanlAee  (liS|  and  a   idie-tlifc  lou  Iknked  H 
the  dfvBaDHn  o(  ccnain  pgiTMa  baaBM& 
111  EuiudlRg  the  hnpact  of  nchanRc  rtck 
M   SOtU  jsun-vamrt  itlifa  Ueni  &   C*. 

Investor  relations: 

+33  1   47  68  07  05 

internet;  wvnv.rhone-poulenc.ram 

(7P  RHONE-POULENC 
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GOODYEAR-SUMITOMO  MERGER 

REACTION  SHOCKWAVES  ACROSS  THE  ATLANTIC  SET  TO  LEAD  TO  FURTHER  CONSOLIDATION 
MARKET  RESPONSE 

Europe  stands  by  fot  a   rolling  tide 
By  John  Grtfflhs  In  New  York 

The  shock  waves  from 

Goodyear's  strategic  alliance 
with  Sumitomo  Rubber 

Industries  rolled  across  the 
Atlantic  yesterday. 
The  which  creates  a 

clear  leader  in  the  global 
tyre  industry  leader,  is 
expected  to  tri^r  a   new 
round  of  consolidation  in  the 

$75bn  turnover  industry  - 
and  it  is  In  Europe  that  the 
effects  are  likely  to  be  most 

keenly  flelL 
Western  Europe  is  home  of 

Continental  of  Germany  and 
Pirelli  of  Italy,  two  of  the 

three  "second  tier”  tyre 
manufacturers  likely  to  feel 

most  intensely  the  competi- 
tive pressures  from  the 

Goodyear-Sumitomo  alli- 
ance. The  third.  Yokohama 

of  Japan,  has  already  been 
linked  by  speculation  with 

Michelln  -   and  tbe  French 
group  is  likely  now  to  be 

e\'en  more  an.\iou5  to  pursue 
such  a   link  to  lever  open  the 
Japanese  tyre  market,  in  the 

same  u'ay  that  Goodyear  is 
doing  with  Sumitomo. 

Michelin  yesterday 

suggested  that  such  consoli- 
dation was  ine\1table,  since 

the  position  of  **semi-^obal 

players"  such  as  Sumitomo 
was  unsustainable  in  the 

long  term.  If  anything,  it 

added,  yesterday’s  deal  was 
a   good  thing  since  there  was 
DO  longer  any  reason  for  the 

Japanese  group  to  engage  in 
a   price  war. 
Nevertheless,  the  French 

company  has  b^n  investing 
heavily  in  Asia  and  other 
emerging  countries  in  an 
attempt  to  lift  its  market 
share  from  levels  it  believes 

are  inadequate.  In  1997.  the 

group’s  Asian  turnover  rep- 
resented 6A  per  cent  of  sal^ 

totalling  nearly  FFrSObn 
(€12.2bn.  $13.9bn). 

Following  the  Goodyear- 

Sumitomo  Heal,  Continental 
-   which  includes  General 

Tyre  of  the  US  and  the  Son- 
perit  and  Unlroyal  brands  - 
ranks  as  the  fourth  biggest 

tyre  maker.  Pirelli,  whose 
brands  include  Armstrong  in 
the  US  and  Metzeler,  now 
ranks  fifth  and  Yokohama 
sixth. 

However,  all  three  are  far 

below  the  ‘Tiig  three”  group- 
ing of  Goodyear-Sumitomo. 

Michelin  and  Japan's  Bridge- 
stone. Continental  has  tyre 

Pirelli  has 

invested  heavily  in 

Brazil  but  unlike 

Michelin  has 

shied  away  from  a 

manufacturing 

presence  in  east 

Asia. 

sales  of  about  S4.Sba  -   less 
than  half  tbe  {Ubn-BOSbn 
of  Michelin  and  Bridgestone, 
and  less  than  one-third  of 

the  $i5bn-plus  of  Goodyear- 

Sumitomo.  Pirelli's  and 
Yokohama’s  ^re  sales  are  in 
the  S3.5bn-S3.9bn  range. 

5iamir  Gibara,  Goodyear 
chairman,  expects  Goodyear 

to  achieve  annual  savings  of 

up  to  ̂ 360m  over  tbe  next 
three  years  throu^  more 

effective  purchasing, 
distribution,  research  and 

development,  and  other 

synergies. 
Against  t.hia  changed  back- 

ground, he  st^ests,  smaller 

companies  must  look 
increasini^  exposed. 

Competition  in  Continen- 
tal’s and  Pirelli's  west  Euro- 

pean backyard  is  set  to 

become  particularly  stiff. 
Goodyear  and  Sumitomo  wQl 

soon  start  woilc  on  rational- 

ising product  tines,  manu&c- 
turing  and  distribution  of 

the  eight  west  European 

plants  that  'Sumitomo  will bri%  to  its  Eluropean  joint 

venture  with  '   Goodyear 
under  the  Dunlop  brand 

name,  and  the  six.  plants 
that  Goodyear  has  in  the 

region. Even  the  deal  signed  yes- 

terday combines  Goodyear’s 
claimed  16  per  cent  maiket 

share  and  Sumitomo’s  8   per  > cent  to  rank  the  new  group 

second  behind  Michelin's rinmiTiant  European  share,  of 

nearly  30  per  emit. 
The  prospect  of  a   much 

more  efRcient  competitor, 
with  slashed  costs  and  a 

revitalised  Dunlop  brand 

name,  is  likely  to  provoke  a 

response  from  Wchelin  and 
make  Continental’s  esti- 

mated 15  per  cent  and  Pird.- 
li's  11  per  cent  shares  more 
difficult  to  defend. 

Mi^t,  then.  Continental 
and  HrdDi  sta^  a   defensive 

merger  after  all? 
Tbe  initial  answer  appears 

to  be  *00’;  in  the  early  l99Qs, 
an  eiqiensive  attengit  by  tbe 

Italian  group  to  take  over  its 
Gmman  rival  was  rebuffed 

and  both  companies  can  now 
point  to  aggr^ve  strategies 
designed  to  ensure  that  they 
remain  significant  forces  in 
the  global  tyres  game. 

Giovanni  Ferrario,  Pirelli 

Tyres  general  manager, 

insists  the  company’s  auto- 
mated, flexible  manufactur-. 

ii^  systems  win  continue  to 
allow  it  to  compete  on  costs, 

while  position  in  hls^perftn^ 

mance  tyres  will  ̂ ve  it  bet- 
ter than  average  margins. 

Pirelli  also  has  a   powetflil 
presence  in  many  emerging 

markets:  it  has  invested 

heavily  in  Bra^  where  it  is 
market  leader,  but  unlike 

Tyre  tre^  across  Enrope 

Share  price 

spin-off  for other  makers 
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Euope:  passengo' car'^nes 
Market  dale,  by  RvesiB  (%) 

Cwnpanir 

1994 

95 96 97 

Company 

1994 95 

96 97 

-MeheAi 

48 

43 42 40 Metuh 

30 

28 27 27 

BMgestonoffinstone 

10 

-   .10 

12 12 BrfdgntDneffkeilDne 
g 9 

'   g 

g 

Goodyear 10 10 9 10 

Goodyear 

12 13 

13 

IS 

(Mfnantal 15 n 17 16 
Oorthental 

17 19 20 

'   21 

SwnfemoflMop 8 7 7 7 SumlloRKinkiDtap 7 8 8 7 PlreM 

7 5 0 6 

.   FSrI6 

IS 11 

10 

10 

OOmt 

7. . 

3 7 • 

Ollier 

12 12 13 tt 

SuhsOk nan 

Michelin  has  so  far  shied 
away  from  developing  a 

manufacturing  presence  in 
east  Asia. 

After  its  failed  attempt  to 
take  over  Continental,  Firelli 

has  undergone  a   restroetm'^ 
ing  that  has  returned  it  to 
profit  and  positioned  it 

stron^y  in  the  high-growth, 
high-technology  photonics 

and  optical  fibres  market 
The  restructuring  has 

essentially  involved  a   value- 

orientated  rather  than  vol- 
ume strategy  in  the  compa- 
ny's mature  business,  while 

at  the  same  time  expanding 

the  company’s  energy  and 
telecommunications  cable 

activities  through  acquisi- tions. 

For  Continezltal,  Hubmtus 

von  Grunbeig,  chief  execu- 
tive, maintains  that  his 

group,  too,  has  competitive 
new  manufactoring  tech- 
niqnes  and  that  shifting 

much  production  to  low-cost locations  in  eastern  Enrope 

-   its  plant  in  the  Czech 

Republic  is  already  its  big- 
ger -   while  continuing  to 

produce  hi^-tech  tyres  in 
Germany  assure  its 
future. 
As  a   result,  both  have 

enunged  jnrofit^ly  from  the 
dark  days  of  the  early  1990s. 

albeit  on  gihnnier  margins. 
Yet  both  Continental  and 

Pirelli  are  hedging  their 
bets.  Mr  von  Grunbeig  has 

been  taking  the  German 

group  increasini^  Into  bio- 

technology automotive  oom- 

pon^ts,  such  as  electrome- chanical braking  systems, 

far  removed  from  the  tyres 

sector  and  with  much  better 
margins. 

Pirelli  is  continuing  to 

build,  by  acquisition,  the 
cables  and  communications 

business  wbidi  accounts  for more  thg"  haW  tnrai  group 

sales. 

Id  tbe  final  analysis,  how- 
ever. both  may  find  it 

difficult  to  pre- vent themselves  becoming  a 

target  for  one  of  the  ”big 

three”. 

Additional  reporting  Iry 

David  Owen  te  Paris  and 
Aui/Betis  fe  MUan 

By  DaM  Own  tai  Paris, Pad  Betts  ta  M»  and  Uta 

Handsdifegar  in  ftmkhirt 

Investors  drove  up  the  share 

prices  of  European  ‘   tyre makers  yesterday  in  the 

wake  of  the  GoodyearBumi- tomo  aUiaiiPB,  on  hopes  that 

the  deal  woxQd  lead  to  a 
fresh  round  of 
in  the  sector. 

In  Paris,  Mldielin  shares 
were  ahead  more  than  4   per 
cent  at  €34.19.  The  group 

denied  that  Goodyear's  move pot  it  under  greater  pressure 
to  conclude  ,   its  own  .   Asian 
aHiatw^,  thmigh  it  aC^OWl- 

edged  It  was  looking  at 

opportunities. 
*^e  have  critical  mass,”  tt 

said. Analysts  were  divided  on 
the  likely  consequences  of 
the  deal-  Gregory  Melidi,  at 

Morgan  Stanley,  said  the 
deal  “could  be  a   plus  fisr 

everyone”  since  it  could 

potentially  relieve  some  of 
the  pridhg  pressure  in  the 
sector  as  companies  started 
to  think  more  i^obally. 

Tf  there  is  a   competitor 

with  more  mass,  it  is  poten- 
tially a   risk  for  bfichelin,  but I   thiTtif  it  is  more  off- 

set,” he  said. 

Emilie  BIzec,  automotive 

equipment  ana^st  at  Credit 
Lyonnais  Seoatties  in  Paris, 

suggested  the  deal  could 
increase  pricing  pressure.in 

Europe,  where  the  new 

grouping  will  be  number - two,  since  the  move  wiigb*. enable  it  to  optimise  use  of 

capacity  and  imivove  effi- 

(denpy. 

”I  think  the  foce  of  the 

tyre  industry  may  change  as 

a   result  this.  There  may 

be  more  eonsoUdatiou.”  Ms 

Bizec  said. 
In  Frankfurt,  shares  of 

Continental  surged  more 

than  8   per  cent  to  €24A  on 

speculation  that  tiie  Genban 
tyre  maker  ml^.  become  s 
takeover,  target  for  BrUbte^ 

stone. Analysts  suggested  the 

Japanese  group  would  ben^ 
fit  from  Continentei’a  pres; 

ence  In  Etmpe  and-  Mbrth- 

America. 
Also,  Oontinratal  isi  aton- 

ing into  high-technology, 

higher  margin  activities,' 
such  as  the  chassis  and 

brake  business. 
“Continental  is  gbii^  in 

the  ri^  direction,  and  as 
such  they  offer  a   lot  dT  added 
value,”  said  Eva  Sonnen- 

sdimn,  analyst  at  Deutsi^' 

:   Wawit  to  RmikfUrt. 

hi  Mfiaw,  shares  iii  Pirelli 

jumped  more  ^ 
cent  to  buoyed  by  the 

'   company's  results  on  Tues- 

day which  showed  a   16  per 

cent  rise  in  1998  pre-tax 
profit  to  L795bn  (€410m, 

$466m)  de^ite  a   5.5  per  cent decline  in  group  sales  to 

L10.647bn. Althou^  there  ̂  
lation  last  year  that  Fk^. 

was  a   possible  takeover  ta> 

get,-  Maroo  Tronchetti  Prov^ era.  ife  chairman  ami  largest 
shareholder,,  has  since 

reinforced  his  hold  over  the 

group  with  a   number  of 

friendly  shai^lder:allies.  '. 
.   The  Italian  company 

appears  satisfied  with  the 
current  size  and  structure  of 
its  tyre  business  and  has 

shown  no  signs  of  consideF- 
ing  an  acquisifion.  .   . 

THE  MINISTER  FOR  THE  STATE  TREASURY 
of 

THE  REPUBLIC  OF  POLAND 

acting  in  the  name  of  the  State  Treasury,  in  accordance  with  article  33,-cla^use  1,  point  3   of  .the 

Commerciali.sarion  and  Privatisation  of  State  Enterprises  Aa  dated  30  August  1996  {Dziennik  Ustaw  -   Law 

Journal  -   1996:  No.  118  item  561,  with  later  amendments),  and  on  the  basis  of  the  consent  of  the  Council  of 

Ministers  granted  on  February  02, 1999  issues  an 

Invitation  to  Tender 

for  the  acquisition  of  not  less  than  2.800.000  (in  words:  two  million  eight  hundred  thousand)  ordinaiy  registered 

shores  constituting  109r  of  the  share  capital  and  not  mote  than  22,400,0(X)  (in  words:  twenty  two  million  four 

hundred  thousand)  ordinary  registered  shares,  constituting  80%  of  die  share  capital  of  Bank  Zaefaodni  SJL  a 

company  with  its  seat  in  Wroclaw,  at  ulica  Rynek  9/11  (50-950  Wroclaw),  whose  share  capital  amounts  to 
280.000,000  PLN  (in  words:  two  hundred  and  eighty  million  zlotys).  The  nominal  value  of  each  share  is  10  PLN 

(in  words:  ten  zlotys),  
^ 

The  following  will  specifically  be  the  .subject  of  negotiations: 

The  price  of  the  shares,  undertakings  to  increase  the  capital,  investment  undertakings  including  those  involving 

the  contribution  of  know-how  and  the  improvement  of  tbe  quality  of  services,  undertakings  regarding 

environmental  protection,  undertakings  regai^ng  the  protection  of  employees’  interests,  together  with  tiiose  of 
other  (wrsons  connected  with  the  Bank  and  the  means  for  securing  the  performance  of  undertakings  arising  out 
of  the  comraci  for  the  contract  of  the  sale  of  the  shares. 

Those  interested  in  participating  in  negotiations  should  submit  obtaining  an  acknowledgement  of  its  receipt  a 

wriiicn  declunition  of  their  interest  drawn  up  exclusively  in  the  Polish  language,  by  12  notm  Warsaw  time,  on  15 
February  IW9.  to: 

NICOM  Consulting  Ltd., 

ulic.*)  Chorqgwi  Pancemej  SO. 
02-95 1   Warszawa.  Poland 

Marked  .-\itn.  Mr  Andrzej  P^ikiewicz 

Ihe  writlcn  declarations  of  interest  should  contain  basic  informadoa  on  the  entity  interested  in  participating  in 

the  negotiations  in  particular,  its  name,  seat  or  registered  office,  hs  address  and  legal  status. 

An  Information  Memorandum  containing  basic  information  on  Bank  Zaefaodni  SA.  and  detailed  information 

ccincerning  the  procedure  for  the  public  invitation  to  tender,  will  be  siqrplied  to  entities  which  have  submitted 

declarations  of  interest,  after  they  have  signed  Confidentiality  Undertakings. 

Forms  for  Confidentiality  Unden^ungs  and  the  Information  Memorandum  will  be  available  for  collection  from 

the  offices  of  NICOM  Consulting  Ltd.,  at  tbe  address  given  above,  from  Friday  8   February  to  Monday  18 

Februuiy.  excluding  Samrday.s  and  Sundays,  between  09:00  hrs  and  15:00  hrs,  Warsaw  time. 

Entities  interested  in  participating  in  negotiations,  which  have  signed  the  Confidentiality  Undertaking  and  have 

received  the  Information  Memorandum,  should  submit  an  Initial  Proposal  for  the  purchase  of  shares  in  the 

company  Bank  Zachodni  S.A.  according  to  the  piindples  described  in  the  Information  Memorandum  by  15:00 
hrs  Warsaw  time  on  5   March  1999  to; 

Room  477. 

The  Ministry  for  the  State  Treasury, 

LHica  Krueza  36/  Wspdlna  6, 

00-552  Warszaw-a,  Poland 

Such  Initial  Proposals  will  be  considered  as  being  responses  to  this  invitation. 

By  30  April  1999  the  Minister  for  the  State  Treasury  will  have  mformed  the  entities,  who  have  submitted  Initial 
Proposals  in  writing,  of  the  assessment  of  their  responses.  Those  which  will  be  informed  diat  they  axe  to  be 
admined  to  negotiations  will  have  the  right  to  cany  out  research  into  the  condition  of  the  enterprise  Bank 
Zachodni  S..A.  and  of  submitting  binding  final  offers  for  the  purchase  of  tiie  shares. 

The  Minister  for  *e  State  Treasury  reserves  the  right  to  freely  select  the  parties  with  which  to  condua 
negotiations,  to  withdraw  from  negotiations  without  giving  any  reasons,  and  to  prolong  the  term  for  the 
submission  of  Initial  Proposals. 

The  Minister  for  the  State  Treasury  reserves  the  right  to  request  additional  information  and  explanations  at  any stage  of  the  process. 

The  Minister  for  the  State  Treasury  also  reserves  the  right  to  tednee  the  amount  of  shares  for  sale. 

JAPANESE  TYRE  INDUSTRY 

Brands  and  cutbacks  drive  change 
By  Aleniidra  Haney  and 
Alacandin  Hnsbanm  hi  Tokyo 

The  Goodyear-SojnllfoDxo 
deal  raises '   the  stakes  In 

Japan's  tyre  industry.-  Con- solidation has  already  driven 

many  companies  into  smaR- 
scale  strat^c  aUiances  with 
foreign  manufacturers  biit 
the  Goodyear  deal  means  the 

big  five  Japanese  producers 
will  have  to  join  one  of  the 

gdobal  brands  -   Bridgestone, 
bfichelin  or-  Goodyear  -   or 

face  erosion  of  market  share 

and  cashflow. 
Industry  observers  say  the 

two  jhiggest  factxxs  diivii^ the  conkilidation  are  the 

need  for  brand  recognition 
and  economies  of  scale.  The 
trend  towards  increasing 

export  volumes  and  produc- tion overseas,  particularly  in 

Europe  and  the  US,  is  forc- 

ing tyre  makers  into  alli- ances to  avedd  the  costs  of 

bunding  fectories  and  sales 
networks  overseas. 

Tbe  deal  with  Sumitomo 

gives  Goodyear  better  access 
to  the  Japanese  market, 
while  the  alliance  is  likely  to 

strengthen  Suiaitomo’s financial  positioiL 
Id  1997,  tbe  latest  year  for 

whiidi  figures  are  available, 
Sumitomo's  net  earnings 

jumped  neariy  25  per  cent  to 
YSASbn  ($52m)  on  sales  up 

5A  per  cent  to  Y613.75bn. Altiiou^  tbe  company  has 

not  released  1998  aamtogs, analysts  warn  that  rising 

inventories  as  a   result  of 
weakening  demand  coi4ti 

damp  prices  and 

ability.  
...... 

In  addition,  Sumitenno  lUtb- 
ber  was  heavily  leveraged with  a   net  debt  to  equity 

ratio  oi  3.3.  Total  debt  was . 

YSll,726m,  against  share-' 
holders'  eqvdly  of  ¥93,85^ 

Current  assets  were 

Y313,379m,  of  which  •   cash . 
was  Y30, 09801.  Tbtal  assets 
were  7644,63lin.  Capital 

expenditures  were  Y46.S27ni. 
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COMPANIES  &   FINANCE:  UK 

Sage  acquires  Peachtree  for  $145m  cash 
ByPaulTayiv 

_Sage,  the  UR  accountancy software  group,  is  to  buy 
Peachtree,  a   US  personal 
coiDputer  accountancy  soft- 

ware company,  from  Auto- 
matic Data  Processing,  for 

about  $145m  cash The  purchase,  which  will 

double  Sage's  customer  base to  about  2m  and  confinns 
the  Newcastle-based  group 
as  one  of  Europe's  most successful  and  dynamic 

packaged  software  and 
services  companies,  was 
part-funded  by  a   placing. 

BT  Alex  Brown  Interna- 

tional, the  investment  htmir^ 
placed  3.49m  new  shares 
representing  about  3   per 
cent  of  the  expanded  capital; 
at  £1910  each  to  raise  £06. 6m 
before  expenses. 

Ihe  rest  will  be  paid  out  of 
Sage’s  cash  resounss. 
The  deal,  coupled  with  a 

bullish  trading  statement, 

pushed  up  the  group’s 

shares,  whicdi  closed  77%p 

hl^ur  at  £2040. AOP  bad  planned  to  float 
Atlanta-based  Peachtree  on 

Nasdaq  last  October,  but 
abandtmed  the  jdan  beotuse 
of  market  conditions  at  the 

time., 

Peachtree  made  operating 

proflts  of  35.97m  in  the  year 
to  June  30,  on  turnover  of 

$93.^ 
Paul  WaflEec,  Sage’s  fthief executive,  said  the  deal 

would  give  the  company  "a 

strong  presence  in  the  eotzy- levd  US  account^  software 
market,  complementing  the 
position  we  already  oocu^ 

with  our  existing  business  in 

the  US,  which  markets  its 
products  and  services  to 

son^ewhat  larger  compa- 

nies''. 

Mr  Walker  ̂ o  believes  it 
will  be  possible  to  expand 

Peachtree's  services  reve- nues. 

Some  35  per  cent  fA  Sage 
customers  have  taken  out 

support  contracts  v^iUe  only 

3.6  per  cent  of  Peachtree’s 
customers  are  covered  by 
smdlar  arrangements. 

Analysts  echoed  his  com- 
ments and  said  the  deal  was 

“an  excellent  strat^ic  fit”, 
which  would  complement 

Sage’s  other  main  US  busi- 
ness, State  of  the  Art, 

another  accounting  software 

group  which  was  acquired 
Just  over  a   year  ago  for 
MiWIm 

Sage  believes  it  can  use 

Peachtree'S  strong  presence 

in  the  entry  level  market  - the  accountancy  software 

market  based  upon  PCs  -   to 
generate  significant  revenue 
growth,  although  about  60 
per  cent  of  the  combined 

group's  aimoal  tpmover  will stin  be  derived  from  Eun^ 

S^  said  that  is  expected 
the  acqiasjtion  will  have  a 
broadly  neutral  impact  on its  gnrn<T>ga  £oT  the  current 
finanrial  year  and  would  be BTihanffing  thereafter. 

ICI  seals  succession  and 
names  chief  executive 
By  Virginia  Marsh 

Brendan  O'Neill,  a   former 
head  of  the  Guinness 
brewing,  business,  is  to 
succeed  Charles 
Smith  as  chief  executive  of 
Imperial  Chemicals 
Industries  In  Apirfl. 

Kfr  OVefll.  SO.  KTs  chief 

operate  officer  for  the  past 
nine  months,  over  as 
the  Indebted  group  is 

struggling  to  sell  its 
remaining  industrial 
chemicals  businesses  and 

complete  a   switch  -to 
speciality  chemicals. 
The  group,  which  has  net 

debt  of  some  £4bn  ($6.6bn),  is 

today  expected  to  armflmnng 

a   sharp  fall  in  jne-tax  profits 
to  £315m  (£385m)  before 

exceptionals  last'year,  ̂ ving 
intoest  cover  of  less  than  2. 
Profits  will  barely  cover  the 
dividend  payment,  which  ICS 

has  said  will  be  Tn»h»faiinBd 
at  32p,  although  many 

analysts  expect  the'  pay-out to  be  cut  in  fixture. 
The  market  had  at  one 

point  thought  the  group 
would  make  profits  of  £lbn 
in  1998,  and  a   series  of 

downpades  and  problems 
with  its  disposal  programme 
have  been  behind  a   eoDapse 
in  the  share  price. 
Yesterday,  the  shares  fell 
26Kp  to  518p,  down  from £12.44  last  May. 

Mr  CNelU's  appointment 
had,  been  widely  expected. 

The  group  said  last  year  Om* Mr  Miller  Smith  would 
become  chairman  in 
succession  to  Sir  Ronald 

Hampel,  who  is  to  retire  at the  gTinnai  meeting  in  April 

Mr  O'Neill  said  yesterday 

be-,  was  “110  per  cent”  in 
favour  group’s  present 
strategy. 

The  latest  of  a   series  of 

setbacks  to  the  group’s 
disposal  programme  came 
last  -month  when  deals  to 

its  tkudde  businesses  to 
DuPont  and  NL  Indnstiles. 
both  of  the  US,  for  £S8m, 

collapsed  after  bang  blocked 

by  Us  regulators. 

Federal-Mogul  likely 
to  bid  for  LucasVarity 
By  IBcbael  Peel 

It  is  increasingly  likely  that 

Federal-Mogul,  the  US  brak- 
ing systems  mannfacturer, 

will  mount  a   bid  for  Lucas- 
Vaiity,  the  UR-Iisted  car components  group. 

LacasVaxity.has  received  a 
£4bn  ($6Abn)  takeover.  dEfer 
from  TBW,  the  US  steering 

systems  and  spacecraft  man- ufacturer, pitched  at  288p  a 

share.  However,  Federal-Mo- gul led  by  Dick  Snell,  its 
acquisitive  chief  executive and  fttiairmaw  ,   {g  under- 

stood to  be  plea^  with  tbe 
results  of  a   due  diligence 
exercise  taking  place  in  New 

York. 

Reckitt  &   Colman  may  receive  an 

invitation  to  the  takeover  baii 
Speculation  about  a   bid  for  the  household 

products  group  is  rife  but  suitors  may 
stay  their  hand,  writes  Maggie  Uny 

If  Reckitt  &   Colman's  share 
price  has  g<n  it  right,  the 
company  is  about  to 

receive  a   takeover  bid. 

Since  Tuesday's  sudden awwoninf!PmBr>t  that  VeiUOn 

Sankey,  chief  executive 
since  1992,  had  resigned, 

the  shares  have  risen  70V»p  - 

nearly  9   per  cent  -   to 891%p. 

Speculation  about  a   bid  is 
rife,  and  a   lengthy  list  of 
candidates  has  been  drawn 

up,  ranging  through 

Unilever,  the  Ani^o-Dutdi 
group,  Procter  &   Gamble 
and  Saora  Lee  ftom  the  US. 
and  Henkel;  the  German 

household  pitklucts  mak«-. 
There  are  ploxty  of  posdble 
bidders  witii  the  ability  to 
find  the  cost  of  buying 

ReeUtt,  which  could  be  as 
muidi  as  £5fan. 

But  has  the  maxtet  missed 

the  point?  One  analyst  says: 
nhe  ftbanww  of  8   bid  are 

pretty  small.  And  if  you  Io(& 
at  why  Vernon  Sankey  has 
gone  its  obvious  no  one  is 

going  to  bid . . .   yet” 
To  many,  Mr  Sankey’s departure  is  a   something  of 

a   puzzle.  He  is  widely 
reganted  as  having  done  a 

good  job  in  the  -   1990s, 

restructuring  Reckitt’s business  and  positioning  it 

as  a   global  household 
products  group. 
Now,  the  company  line 

goes,  the  group  needs  a   new 

chief  executive  to  manage 

the  “next  phase  of  the 

strata”. 

Or  as  some  in  the 
company  have  put  it,  Mr 

Sankey  is  just  too  nice  and 
too  much  of  a   team  idayer. 
"They  need  a   tou^  guy  to 

bully  the  business.” 
interprets  an.  ana^rst.  “Why 

dq  they ..  need'  sqmepne  . tdbg^VBecause  things  are 
bad.  Someone  has  to  stand 

up  In  Mardr  and  say  199B 
was  not  good,  and  the 

outlook  is  worse.”. 

Mr  Sankey  had  often' promised  sbareholders  10 
per  cent  annual  earnings 

growth.  But .   investors  were 
beginning  to  lealise  that  this 
rate  of  growth  would  not  be 
forthcoming,  at  least 
without  confusing  tbe 

figures  by  including  disposal. 

profits. 
Why?  Look  under  kitchen 

sinks  or  in  bathroom 
cabinets  from  Britain  and 
North  America  to  Brazil  and 

Thailand,  and  wiawy  of  the 

brands  there  are  Reckxtt's. Many  others  belong  to 
those  rivals  that  are . 

regarded  as  RecUtt's  likdy suitors,  and  they  too  are 

teci^  difficult  trading 
conditions. 
They  are  all  fighting  for 

volume  growth  but  not 
seeing  much  in  developed 
markets. 
The  aim  there  is  to 

squeeze  costs,  and  Reckitt 
has  already  been  successful 
in  extracting  substantial 

cost  savings  by  rationaliring 
its  manufacturing  base, 

introducing  group-wide 
procurement  programmes, 
and  such  like. 
Meanwhile,  the  various 

companies  have  tamed  to 

Analysts  are 
beginning  to 

realise  that  1999 

will,  if  anything, 

be  even  worse 

than  1998 

the  emerging  markets  for 
growth.  But  recently  these 
have  come  under  a   dloud. 
Biaril,  where  Reckitt  makes 
10  per  cent  of  its  profits, 
is  the  latest  trouble 

spot 

Additionally,  Reckitt  has 

hit  by  Nwtii  American 
retailers  destocking  as  they 
adopt  ■   “efficient  consumer 

response”  methods  which 
involve  quicker  delivery 
schedules  and  could 

didocate  Reckitt  sales  fin-  up 
to  18  months. 
The  group  warned  last 

November  that  profits  for 
1998  would  not  meet 

expectations,  and  that 
statement  was  followed  by 
eutsin  estimates,  which  now 
centre  at  about  £290m  before 

exceptional  costs. 
But  now  analysts  are 

beginning  to  realise  that 
1999  will,  if  anything,  be 

even  worse  than  199R 
One  says:  *Tm  officially  on 

£290m  for  1999.  vdiidi  is  the 
ccmsensus,  but  I   think  it  win 
be  tn  the  £240m  to  £260m 

rangP_" 

Another  says:  “My  origmal 
forecad  for  1999  was  £350m, 

but  now  I'm  on  £275m. 
That’s  a   Icmg  way  adrift.  We 
have  not  got  to  the  end  of 
the  downgrades  yet.  A 
predator  is  not  going  to 

wade  in  now.” 

That  is  not  to  deny 

Reckfttis  attractions.  Julian 
Hardwick,  of  ABN  Amro, 

says:  "Reckitt  is  a 
fundamentally  sound 
business,  with  strong  market 
positions  and  a   very IntPi-natinnal  basa.” 

It  has  enviable  brands, 
such  as  Lemsip,  DettoL 

Lysol  and  Gavisoon.  and  70 
per  cent  of  turnover  comes 

from  products  with  number 
one  or  two  market  positiODs. 

But  another  analyst  says: 
‘tknnpauies  are  not  making 

lads  in  Otis  sector.  Trices  are 

too  expensive  -   they  cant 
make  tiie  deals  work.  That  is 

why  Unilever  has  not  spent 

its  moi^." 
Reckitt’s  statement  on 

Tuesday  still  talked 

optimistically  of  the  “next 

phase  of  growth”. 
But  it  may  be  a   while 

before  that  becomes 

apparent  to  either 
shareholders,,  or  potential 

bidders. 
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Deuisdte  sad  Banque  Commerdele  poor  I'Rurope 

da  Nord-Eaxobank  (BCEN-EUROBANK)  have  negotialed 

and  inwocaWy  settled  the  dispute  fifed  with  the  High  Court 
in  London  on  October  8,  1908l 

The  dilute  aiore  between,  toah  to  ictation  to  te
e  settlement 

of  five  Non-Deliverable  Forward  transactions  (NDFs), 

the  suspension  of  tiw  IBD/RUB  MICEX  rate  on 

26, 1998.  All  daims  or  acdom  associated  with  these 
have  been  lesoived  ssiisiiKterily. 

BCEN-EUROBANK  ii  therefore  pleased  to  announce  this antioriife  settieinait 

This  window 

open. 
Banking  &   Finance  Apporntments  in  the  FT. 

For  iriorf-  irrtopnvTaci  ori  opportinrtior. 
li'-.t-.*.-  c.iil: 

TrI: -14  !71  873  41S3  -44  171  S73  4331 
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Fettle  dose  to  Federal-Mo- gul suggested  Friday  was  tiie earliest  the  group  might 

unveil  an  oflbr. 
Federal-Mogul,  which  is 

due  to  release  its  fourth- 
quarter  earnings  figures 

today,  may.  wait  until  after 
tbe  release  of  TRWs  offer 

document,  which  is  expected 
to  be  mailed  this  weekend. 
Tbe  Takeover  Panel  said 

that  the  Federal-Mogul  team 
had  been  working  on  lnte^ wai  Lucas  documents 

Monday,  following  a   panel 

decision  that  the  US  com- 
pany was  entitled  to  the same  three  day  study  period 

graced  to  TRW. 

The  panel  said  it  was  “fair 

to  say”  that  Federal-Mogul 
thought  it  should  be  alloi^ 
access  for  more  than  three 
days. 

The  panel  said  last  night that  it  was  discussing  the 

issue  of  access  with  both 

parties. 

“Federal-Mogul  is  entitled 

to  all  tbe  information  that 
was  given  to  TRW,  provided 

Federal-Mogul  aste  for  it,” fiaid  Mark  Curtis,  a   secretary 

at  the  panel 

LocasVailty  said  it  expec- 
ted Federal-Mc^rul  to  have 

gained  all  the  inlbrmation that  it  needed  by  the  close  ctf 
business  in  New  Yoik  today. 

LocasVari^  shares  closed 

Vtp  higher  at  290p 

COMMENT 

Pensions 
One,  unflattering,  name  suggested  for  a   since  rejected 

prototype  fbr  the  new  pensions  vehicle  was  Mufiln  (multi- fimctional  investment),  as  in  Muffin  the  mule. 

As  it  haiq;>ens,  new  product  looks  like  a   potentially 
successful  cross  between  UK  personal  pensions  and  the 

US-style  401(k)  individual  investment  accounts.  Freeing  tbe 
type  of  Investment  products  on  offer,  and  making  them 

more  transparent,  sbm^  stimulate  demand.  It  is  too  sim- 
idistic  to  see  the  new  pn^ucts  as  good  for  tbe  unit  and 
investment  trust  industries  but  bad  fbr  life  assuiexs.  The 

latter  already  offer  trusts  and,  as  fiind  managers,  will 
enjoy  access  to  growing  pools  of  savings. 

But  the  government’s  initiative  may  well  speed  up 
changes  that  could  affect  profits.  The  first  is  more  negative 
publlcHy  for  products  that  earn  their  keep  thrau^  the 

penalties  paM  ty  consumers  drop  out  eariy.  The  second 
is  greater  transparency  oi  performance  and  chaiges.  This 

should  make  it  easier  for  consumers  to  compare  the  underly- 
ing products,  creating  diffexent  winners  and  losers. 

The  really  big  niMiiongg  for  the  r^««ng  industry  remains 
tbe  same.  How  to  make  money  out  of  less  weD-off  customers, 
especially  as  tbe  flexilnlity  that  they  need  costs  money. 

For  an  the  vblmne  growth  that  providers  enjoy,  growing 

concern  about  mai^ng  calls  into  question  life  assurers’  racy 

ratings. 

Shareholder  activisin 

Imagine  getting  venture-capital  style  returns  without  all  the 
expense  of  buying  out  a   company.  This  is  the  idea  behind 
UK  Active  Value,  which  takes  stakes  in  small  companies and  shakes  them  up. 

The  record  -   a   net  return  to  investors  of  20-30  per  cent  - 
has  brou^t  Calpere  into  a   new,  larger  fimd.  Tbe  risk  is  that 
the  bister  Active  Value  becomes,  the  less  efibetive  it  will  be. 
Managements  of  la:^er  companies  are  under  greater  pub- 
lic scrutiny  than  the  minnows  Active  Value  has  filed,  leav- 
ing fewer  targets.  Furtbermore,  their  undervaluation  may  be 

due  less  to  bad  management  than  a   structural  bias  against 
non-BTSE  lOO  stocks.  Still,  it  will  be  fun  to  watch  the  fund  at 

work. 
Wassail,  following  its  unpopular  transformation  last  year 

into  a   quoted  qnast-venture  capitalist,  should  take  note. 

Gartland  puts  listings  on  hold 
By  Susanoa  Viqrle 

The  parlous  state  of  the  UK 
smaller  companies  sector 
was  underlined  yesterday 
when  Gartland,  Whalley  & 

Barker,  the  industrial  devel- 

qpmeut  group,  said  it  was putting  on  hold  its  strategy 

of  listing  the  businesses  it nurtures. 

GWB,  which  was  forced  to 
delay  two  listii^  last  year 
after  falls  in  world  stock 

Tnarlrots,  will  irugteart  fiitfRTi 
up  Its  interests  for  sale  to venture  capital  groups. 

Tony  Gartland,  tbe  former FKI  executive  who  set  up 
GWB  in  1988,  said  he  would 

prefer  to  be  able  to  stick  to 

the  pohey  of  listing  compa- 

nies. He  still  hqped  that  the 
market  would  turn,  at  which 
point  the  group  would 
return  to  that  strat^. 

Shares  in  GWB  11  per cent  to  95p. 

According  to  one  estimate, 
shares  in  small  companies 

underperformed  the  FTSE 
All-Shares  index  by  per- 

centage points  last  year  - their  third  worst  perfor- 
mance in  44  years. 

Bilr  Gartland  said  market 

conditioiis  were  cyclical  and smaller  company  values 

should  come  back  -   but  the 
group  bad  to  have  a   strategy in  case  they  did  not 

GWB,  which  is  listed  cm 
Aim,  has  specialised  in 

acquirix^  small  industrial 

busiuesses  which  it  develops 

and  groups  in  niches  before listing.  That  strategy,  which 

was  based  on  a   six-year  exit 

programme,  aimed  to 
increase  tbe  value  of  its  ini- 

tial Investment  fivefold. 
Mr  Gartland  said  the 

group  would  now  seek  to 

operate  on  a   three  or  three- and-a-half-year  basis  and 

drop  its  number  of  busi- nesses from  six  to  four.  It 

would  also  consider  expand- 

ing more  into  Europe.  Previ- ous expansion  has  been focused  on  the  US. 

GWB  estimates  that  It 

should  be  able  to  grow  busi- nesses with  an  earnings 

before  interest  multiple  of  5 
to  a   multiple  ci  SA  b^bre 

gpibng  out  to  venture  capi- 
talists. 

GWB  bas  suffered  the 

effects  of  the  depressed  mar^ 
ket  itsdC,  with  the  value  of 

its  quoted  portfolio  -   in 
industrial  components  group 

Cirqual,  Aquarius  Group, 

iriiich  makes  henne  improve- 
ment products,  and  training and  recruitment  group 

QuanUca  -   falling. 
But  Mr  Gartland  said  that in  the  year  to  October  31 

GWB  had  realised  a   total 
return  on  net  assets  of  12  per 

cent  “   against  a   fail  of  I9.,s per  cent  in  the  small  cap 
index. 

Turnover  rose  from  £55m 
to  £96Am.  Pre-tax  profit  was 

1?  per  cent  higher  at  £24  2m. 

To  become  the  world’s 
Nol  we  just  merged 

hundreds  of  companies 

together.  Ifs  otmous  really,  (f  you  want  to  build 
your  business  you  have  lo  work  together.  Ifs  why  Lotus  is  the  business 

(world's  Nol)  e-mail  comparqr.  In  feet  38.4%  of  the  wuld's  fileehae 

and  client/server  e-mail  customers;  including  42  of  Fortune’s  top 

so  companies,  use  Lotus’  e-mail  because  of  its  top-notch  flexibility. 
Not  surprising  contidering  the  unrivalled  (integratioa).  It  can  easily 

adapt  into  your  present  system,  so  you  can  protect  your  previous 

investment  And  once  fitted  you  can  enjoy  something  rather  unusual: 

An  e-mail  system  that  actually  delivets.  Evwy  dme.  All  tharks  to  lols  uf 

fesdnatii^  technics  gizmos  that  Bve  impeccable  (lOllabUHjA.  And  then 

finally  ifs  all  wrapped  in  Lotus  (secaritj^  to  give  you  the  Fort  Knox 

of  e-mail  systems.  Really  complicated  d^nce  codes  ere  built  into 

the  core  of  the  system  to  prevmit  nosey  people  messing  around  In  your 

[rinte  busmesk  We'd  love  to  ttil  yu  d   abnrt  thtei  buL  obdously,  1^^ 

a   secret  Anyway,  if  yra  want  yDiff  company  to  Bint  call  01784  445  365 

and  we’ll  send  you  a   ‘Working  Together  in  Banking'  pack,  or  visit 

our  websito  to  discover  how  Lotus  can  hdp  you  to  merge. 

has  Bide  ev  4nl  systa  tbe  bBSiRSS  mrlft  Hel. r.lotas.«OBi/UaiiUag 

An  IBM  Company 
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Bourses  slip  on  inter^t  rate  caution 

CURRENCIES  &   MONEY 

EURO  SPOT  R)RWARD  ABAINST  TRE  EURO 

Ml  Com  BhllMer  Ml IMM  n«v  M   M   
XK  M   «m 

EUROPEAN  OVEWnaW 

^   Uncaiit  Botaod 

European  stock  markets 
suffered  more  modest  losses 

yeBtsrdaj  as  i&vestns  ctm- 
tinned  to  take  profits. 
Much  of  the  day  was  spent 

central  henk-watcMng  -   the- 

US  Federal  Beserve’s  open 
market  committee  was  bold- 
ing  its  meting  late  in  the 
day,  with  little 

.FISEBUDCldo 

■fcM.'-.: 

of  a   cot  in  intend  tat». 

Dealers  s^  to'econoiilic 
growth  looked  .tpo  stioiig  tp 

cut  rates  now/  Wh^  the' European  GeniAl  Ba:^  was 
also  e:qiect8d  to.  ieecve  euro- 
sooe  rates  iziuftimi^;  Ibe 
Bflnir  of  Bnj^emdv  monetary . 
polk^  comnit^  is  tdeo  p(^ 

dering  IntereM  rates,  ;'wlth any  decision..;  .   tieiiig 
•ariTMmwnffd  tnitoy ■ 

SO '   mu^.^pendi^, ' 

equity  roaiibft'  acovlCr  -ifV 

gniiMUMfigt  mh^pdj  <ifft>rhig’ 
investrais  a   to  take 

stock.  Ibe  strategy  team  at 

Salomon  Smith  Barney 
noted  that  ratom  on  eqol^ 

axboDg- eoroebne  wimpawtaa 
-was  ‘‘Still  too  low^  and  that 
the  restnictuzing  waye  now 

gathering  pace  waa  the  k^ 
to  bocetitig  reUirus. 

EBahttr  <m  assets, 
lower  interest  eipenses  and 

'taxes  and-more.  aWiHant 
of  cqiital  would  all  help 

boost  ROE.  “Dramatic  mega* 
mergns  grab  the  headlinei 
but  evidence  of  steady, 

cumulative  progtees  in  this 
direction  by  mainstream 
eurozone  is  just 

as  Inpoitant  in  maintaiiiing 
investor  <wi<Mflnge  in  eqat 
Haa  at  tbeir  cun-ent  valn^ 

don  levels."  the  bank  said. 
The  FT$E  Burotop  300 

index  at  leading  shares  fell 
15.54  to  1,309.16.  while  the 
FTTO  Eurotiop  100  index  £sQ 
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to  2,768.81.  Ibe  FTSE  EUoe 

100  n^ez  of  euTO-zmie  shares fell  U.78  to  UOLTQ. 

Sons  sectois  went  against 
the  weak  trend, 

aod  consiruction  and  leisure 

stocks  postsd  gains  of  1.7 
and  4   per  cent  respectively. $iiTnt  /a#%>urfTi  rose  •C5.20  to 

€137  and  Bouygnes  was  up 
€4  at  €289. 

BMW,  down  €6  at  €620, 
was  usaettled  by  reports 
that  its  *-wef  executive  was 

sbont  to  be  forced  to  ̂    on. 

his  sirord  over- Sever,  its 
troubled  US  subsidiary. 

Peogaot  also  tmrbled  €1050 
to  €153.60  as  junfit^takers 
booked  good  recent  sxins- 

Banis  fvwiWnnati  to  be  the 

focus  of  merger  talk.  AIB 

shed  60  cents  to  €1140,  giv^ 

mg  tqi  some  of  the  strong 

gains  it  has  seen  since  late 
hast  week  on  mmOurs  it  was 

being  eyed  by  a   big  Euro- pean ImVit  Wanfc  of  htiand 

.   nee  80  cents  to  €2050. 
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REPUBUC  OF  GHANA 

DIVESTITURE  OF  STATE  INTEREST 
m   ENTERPRISES 

The  Govemmeat  of  Ghana  heSrgBccl988r  been  eanyn^  out  ■pmgrammenf^vaiijMtjoniif  111  «v**M?TOgd’fifflwpriyy 
(SOEa).  Ihe  Govenunenz  ftreugb  ho  privuiBation  ageiiqr,  the  Divestiliiie  hnplemeotatioo  fVww™*w*  (DIC), 

is  outsourcing  some  drvestitues  10  the  private  sector.  DIC  closely  moniton  sobcootracted  woifc  to  essuie  dut  ' 
U   is  coEoied  out  in  accordeDce  with  DlC’s  procedures  and  statutoiy  lesponsitrilides. 
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OlCmamtams  izegister  of  pre-qualified  firms  to  npAgrfiw- 
woik,  on  divestikires. 

The  router  is  'divided  inm  doe  foDowing  encodes: 

auaegemeni,  fnHPnial  and  business  ooneulcats; 

legsl  finns  and  consulamtr. 

nwrehmt  benia  and  Don-benk  financial  msdunioos; 

sorveyofs,  valoexs,  esttie  manegen  and  lauded  proper^ 

ccosuliants;  and  .   . 

chartoed  (Boountuig-fiEnis.  . 

FrincipaBy,  thesubOTtraaiedwoiiwiBbe:  ' 

*   to  provide  advice  is  camectioa  with,  sud-aldmetely 

m   unpleiBe^  die -divesdture  of  an  50E, 

*   valnetioD  .(tf  the' lead  and  biSdnigs,  i^snt  and 
machhuay  a^  otfag  fixed  assets  of  an  SOB; 

*   picpexedon  of  a   profile  of  an  SOE  in  tbe-fonn  of  an 
Infonnaiion  meinaraDdnni: 

Ghanaian  and  international  firms  DOC  ceneady  cm  the 

roister  are  invited  to  register  their  noerest  and 
<|oalificafiops  to  undenake  diveetttQze  wo±. 

Firms  already  accepted  cm  tbe  DIC  Ri^istec,  are  also 

reqoested  m   t^daie  their  mgistratkm.  A   M 
ci  the  listed  infocmation  Is  required,  hot  there  is  no  fee 

for  processizig. 

loteineted  films  sboold  submit' to  DZe  die  fbtlowittg 
infocmafiOQ  (as  relevant); 

a   tbe  firm's  fall  name,  address  aod  contact  details; 

•   the  dare  of  the  firm's  establishment; 

•   '   a   list  the  firm's  directmi  and  shareboldeiscr 

partners; 
•   die  names  and  addresses  of  the  firm’s  bankers  and. 

anefitore; 

•   tbe  firm's  fee  income  for  die  last  duee  consecutive' finandal  periods; 

•   a   statement  of  tbe  finn's  eapahiiitieg; 
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BUSINESS  AND  THE  EURO 
JAPANESE  INVESTORS 
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The  shift  that  is  tantahsing  Tokyo 
Institutions  are  showing  a   keen  interest  in  the  new  currency,  but  remain  underweight  compared  to  dollars,  finds  Naoko  Nakamae 
When  Nomura  Securities 

..  ;_iL 
'   tT  a"Mss^ 

held  a   seminar  on  the  euro 
in  Tokyo  last  week,  it  only 
expected  around  80  invest- 

ment professionals  to  turn 
up.  In  the  event,  though,  the 
seminar  was  packed.  And 
though  Nomura  asked  the 
French  Treasury  at  short 
notice  to  supply  a   speaker, 
the  Treasury  managed  to 
send  the  head  of  the 
and  debt  management 
bureau  to  Tokyo. 

1^116  underlines  a   surge  of 

interest  in  the  euro  amnwg 
j^anese  institutional  inves- 

tors, but  the  question  now  is 
whether  this  translates  into 
material  investment  in  the 
new  currency.  Indications 
are  that  there  is  a   poten- 

tially oionnous  market  for 
euro-denominated  bonds  in 
Japan,  but  in  practice  it  may 
take  some  to  felly  tap 
into  it 

There  appear  to  be  some 
strong  reasons  why  Japa- 

nese inveshna,  traditionally 
overwei^t  in  dollars,  could 
be  attracted  to  the  euro.- 
“Generally  speaking,  our 

clients  -   both  institutional 
and  retail  -   are.  keen  to 
increase  their  exposure  to 

ti)e  euro,”  said  Himahi  Toda, 
head  of  the  g^bal  debt  mar- 

ket division  at  Nomura  Secu- 
rities. "The  interest  rate  dif- 

ferential has  forced  our 
clients  to  invest  internation- 

ally, and  they  have 
iDCTMsed  their  US  doUar-de- 
noiTrinated  holdings  for  the 

put  10  years.  So  h’s  been 
nice  [for  them]  to  find  a   sec- 

ond eurTency  with  liquidity 

equal  to  the  dollar.” Furthermore,  thou^  Japa- 
nese investors  have  been 

reluctant  to  grapple  with 

multiple  European  curren- 
cies in  the  past,  the  euro 

attracts  them  by  its  stapphc- 

ity.  "Before  the  advent  of  the 
euro.  Japanese  clients  were 
shy  about  investing  in 
Europe.  [They  felt]  it  was 

conq)licated  -   what  with  dif- 
ferent currencies,  different 

market  practices,  and  diffid- 

ent levels  of  liquidity.  That’s 
why  the  euro  is  so  wel- 

come,” Mr  Toda  adds. 

"The  euro  Is  perceived  as  a 

steady  currency,”  echoes YukUdko  Hashimoto,  seiuor 

manager  of  trading'  at  Sanwa Banif.  *^'s  a   hquid  mar^ 

bet;  and  e^etatlons  that 
the  diort4erm  bond  market 

will  continue  to  be  improved 
have  made  the  euro  market 

very  attractive.  Ihe  interest 
rate  cut  by  the  Bundesbank 

late  last  year  also  helped.” 
This  logic  has  led  some 

Japanese  Institutions  to 
move  their  money.  Last  year 
saw  large  investment  in 

euro-equivalents  by  Japa- 
nese institutioiis. 

But  though  these  flows  are 
striking,  the  uncertainty 
now  is  whether  they-  will 
lead  to  a   flood.  Nomura 
admits,  for  example,  that 
Jitoanese  investors  are  still 
nnderwei^t  in  euros  com- 

pared to  dcdlais.  And  some 
observers  suspect  that  this 
will  remain  the  case  for 

some  Hma. “The  European  market 
stDl  lacks  the  depth  of  the 

US  maricet,”  said  Masao  Has- 
^awa,  chief  manager  of  the 
securities  Investment  divi- 

sion at  the  Bank  of  Tol^o- 
Hitsublsbi.  *Tm  concerned 
that  this  could  lead  to  bigbar 
volatility  in  the  future.  1 
don’t  see  the  euro  over- 

taking the  dollar  -   I   thwit Japanese  investors  will  still 

hold  larger  amonxits  ctf  dol- 

lardenominated  assets.” 

Such  reactions  have  bemi' mirrored  in  the  insurmice 
industry,  where  reaction  to 
the  euro  has  been  mixed. 
The  movements  of  the  life 

assureis  are  particularly  sig- 
nificant because  they  are 

among  the  world’s  largest 
institutional  investors,  con- 

trolling some  Y19O,OO0bn  of 
assets.  While  many  are  still 

wary,  most  are,  neverthe- 
less, shifting  their  interna- 

tional portfolios  to  reflect 
the  enhanced  jmpmtance  of 
the  new  nuuket 

ffippon  Life,  the  world’s largest  life  assurer  with 
Y40,000bn  (£209bn)  of  assets 
said  it  would  substantially 
increase  its  exposure  to  the 

euro  grapemmen*  bond  mar- 
ket this  financial  year.  It 

cunently  Invests  Y4.000bn  in 
overseas  markets,  of  which 

70  ptf  cent  is  in  doQar-de- Dominated  assets,  and  30  per 

cent  in  euro-based  assets. 

Nippon  Life,  which 
increased  its  overseas  invest- 

ment by  almost  Y600bn  in 
the  first  hidf  of  the  fiscal 

ItofeclaiifdinBitiwertMBi 

RETAIL  INVESTORS 

Consumers  take 
a   cool  view 
The  enro  may  be 
mesmerisiDg  capital 
in  Frankftirt  *hia  winter.  But 
in  downtown  Tokyo  this 
week  it  was  provoking 

baz^  a   flidcer  of  interest 
among  retail  investors. 
Altiiough  the  Jsq>aziese  popu- 

lation £   sitting  on  one  of  the 
largest  savings  pools  in  the 
world,  so  for  it  seems  to  be 

rather  fbrilled 
by  tbe  new  currency- 

“l  don't  understand  it,” 
sajrs  one  ddetiy  man  in  Ote- 

madii.  the  heart  of  Tokyo’s financial  district,  where  a 

clutch  itf  Western  and  Japa- 
nese Ixrokeza  are  now  scram- 

bling to  tempt  consnmers  to 
place  their  money  in  the  liew 

mutual,  fends.  1   don't- have 
any  interest  in  it  -   and 
won’t  be  investing  in  it” 
edwes  Mkmshi  Mhna,  a   20- 
yearOldcook. 

These  reooBses  will  disap- 

point tiiose  who  have -been' working  to  promote  tbe 

euro.  Tbe  enxrmmy's  laundi 
was  greeted  in  Japan  with  a 

blitz  of  publicily.  "Media 
coviurage  has  ..been  over- 

whdming."  said  Leonidas ' 
Karapipeiis,  h^  .of  press and  faifhmmtiwn  et  the  dele- 

gation of  the  Bun^iean  Com- 

mission in  Japm.'  "There xcere  numerous  specials  <m 

the  euro  in  tte  rtm-tip  to  and 

after  the  launch.  What's 
more,  they^  be  showing 
five-minute  clips  on  the  .min . 

on  six  giant  screens  acraes 

Japan  every  hour  for  the 

next  mmith  or  so." But  behind  hype,  the 

reality  is  that  em  the  finan* 

cial  Institutions,  are  -not 

going  fen  throttle  at  individ- ual  .   investors  yet  Altbousdr 
there  are  some  parnifolets 

^omoting  euro-dmommated 

money  market  fends-izi  Ote- ma^'s  brokers,  there  are 

few  promineat  dlqslays  on . 

■■  ■•  S'. 

the  euro.  "There  are  very 
few  emo-products  for  retail 
investors  to  buy  at  the 

mcanent,”  explained  Clifford 
Shaw,  president  of  Merrill 

Lynch  Mercury  Asset  Man- 

agement in  Tokyo.  ‘They’ll start  being  rolled  out  in  the 

next  few  months.” And  fend  managers  admit 
that  fjghHrig  Japanese  con- 

sumers’ <bmed  conservatism 
could  be  an  uphill  battle.  For 
even  those  consumers  who 
are  interested  in  the  sin^e 

currency  are  treating  it  with 
Rairtfn"  T   don’t  haTO  any 
intenticm  of  putting  mon^ 
into  the  euro  as  yet  X   think 

tt  may  become  tiie-  second 
most  important  cuneney 
after  the  OS  ddDar,  ̂    it 

has  to  estabHdi- itself  first,” said  one  woman  workizig  in 
the  real  astaite  business. 

Tfs  a   great  ttafeg  that  all 
these  Europesm  countries 
have  come  togefeer  and  cre- 

ated a   single  cmrency-  Per 
srmaHy,  I   it  will  make 
travelling  in  Europe  a   lot 

more  convenient  But  I   don’t tftinir  ni  be  investing  in  the 

euro  sret.  It's  still  at  tbe itfgiTiwtog  of  its  life  and 

that's  worrying,”  said  Mr 

Kobayashi,  an  (fflce  woAer, 
And  some,  consumers  are 

aian  narvous  about  the  Euro- 

pean economy.  ”1  think  it wffl  be  .   dangerous  to  invest 
in  the  euro  at  tbe  moment 
hewMigg  the.  European  econ- 

omy is  9>xng  downhill,”  says 
]ifr  nhi^!Bhi,  an  indepmidait 

'   businessman.  "Tbe  euro 
wMiio  'a  drong  stmt*-  hut 

-   it’s  fiiUaw  off  against  the  dol- 

lar and  the  yen.  1   don’t  think it's  a   good  idea  to  be  taken 

in  by  all  the  bype  -   it’s  bet- ter to  take  a   cool  ̂ tiew  of 

thhigs." 
N»)i»  Nakamae 

year,  said  approximately  90 
per  cent  of  this  was  invested 
in  European  government 

bonds. 
"We  use  the  Salomon 

World  Government  Bond 

Index,  where  the  US  and 

euro  markets  have  approxi- 
mately an  equal  wefgh£hi& 

as  an  internal  benchmark 
for  our  overseas  bond  inves^ 

ments.  [Instead  of  being  eon- 
siderahly -overwd^  in  the 

‘The  European  . 

market  still  lacks 

the  depth  of  the 

US  markef 

US,]  it  would  be  more  natur 
ral  fin*  us  to  be  in  line  wtfo 

the  benchmark,”  said Kiyoshi  Ujihara,  general 
manager  of  *hp  inteznational 
investment  departr^nt  at 

mppon  Life. '   Pai-iehi  Mufeal,  Japan’s 
second  largest  life  insurer, 
which  is  adopting  a   more 
cautious  stance  towards  tbe 

euro,  said  that  half  its  new 
overseas  investment  this frnanpiaT  year  had  been  in 

German  government  bonds. 

If  the  current  pace  of  invest- 
ment, into  eun>based  assets 

was  to  continue,  it  said  its 

U8  and  European  holdings 
would  be  equal  in  about  five 

yeezs'  time- 
‘TVe  would  like  to  see  how 

countries  pursue  individual 
economic  poli(^  as  they 
cede  control  of  interest  rates 

to  the  ECB.'  We  are  also  con- cerned about  European 

banks'  exposure  to  the  Rus- 
aian,  A   si  aw  awri  TaHti  Ameri. 
can  stockmarkets,  and  the 
lack  of  a   rescue  mechanism 

within  the  ECB,”  said  Shigeo 
Tsuyuki,  general  manager  of 
the  -investment  planning 

divisioD  at  Cai-ichi  Afetual. 
"We  are  also  waiting  to 

see  if  and  when  tbe  UE  will 

join  the  euro.  Our  invest- ment views-  would  change 
considerahly  should  the  UK 

enter  the  single  cuiten^,” beadded. 

Taiyo  Mutual’s  pretident. 
Masahiro  Yoshiike.  echoed 

his  cautioiL  "We  would  like 
to  see  how  things  develop 

^ore  TwaWng  any  drastic 

-   diamges  in  our  portfolio,"  he 
said.  Jn-  contrast,  Chiyoda 
Ufa  said  that  it  exp^ed 
euro-denominated  bonds  to 

outperform'  US  bonds,  and 
would  continue  to  taifo  an 
overweight  and  long  dura- 

tion poeition  in  euro  bonds. 
Toklo  Marine  and  Fire, 

Japan’s  largest  proper^  and 

casualty  Insurer  said  its  fun- damental invetment  stance 
had  not  been  affected  by. the 

launch  of  the  single  cur- 
rency. "At  the  moment  our 

international  bond  portfolio 

Is  70  per  cent  Europe  and  30 
per  cent  US.  A   year  ««d,  our 

us  holding  was  larger.  But this  is  because,  ri^  now, 

Europe  has  a   steeper  yi^ 

curve  than  tbe  US  end  we 
believe  there  is  some  room 

for  it  to  flatten  -   not 
because  of  the  new  cur- 

rency,” said  Mr  Shingo  Toda, 
a   manager  in  the  global 
investment  department. 
But  a   factor  that  could 

restrain  Japanese  investors —   in  to  thmr 

caution  towards  new  prod- ucts -   is  that  currency  and 

bond  ftawrtaTTiewtai^  are  dis- 

couraging Japanese  inves- 
tors from  venturi  over- seas. 

*T,ast  year,  most  of  the 

new  inveetment  and  redemp- 
tions from  US  Treasuries 

were  flowing  into  Europe. 

Euro  investment  aiiwwgf bled  between  March  and  Sep- 
tember last  year.  You  could 

say  there  was  a   boom'  in  ecu products,”  said  Mr  Hasbi- 

moto.  But.the.sharp  appreci- 

ation of  the  yen  from  Octo- 

ber definitely 'dampened  the enthusiasm.  Because  the  rise 

was  so  sudden,  a   lot  of  posi- 

tions weren’t  Jie<^ed,  and  so 

many  investors  were  hurt 
There  is  still,  a   lot  of  concern 

that  tbe  ym  will  rise  fur- 
ther, and  euro  investment 

has  tailed  off  dramatically.” Clifford  Shaw,  president  of 
MerriU  Lyn<fo  Meicuiy  Asset 
Management  in  Tokyo,  says: 
*There  has  been  an  increase 

in  the  awareness  of  dan^ 
of  investing  overseas.  Until 

this  period  of  uncertainty 

goes  [the  end  of  the  fiscal 
year!  Japanese  investors  are likely  to  remain  lukewarm 

towards  tbe  euro.” 
Nevertheless,  the  euroop- 

timists  are  not  giving  up  - 
not  least  because  currency 

swings  could  still  be 
reversed.  And  in  the  mean- 

time. they  point  out  that  the 
Japanese  are  still  keen  to 

learn  about  the  euro.  "We’ve been  travelling  aroimd 

Jjq»n  and  giving  talks  on 

the  euTo.7  said  Leonidas  Kar- apiperis  of  the  European 
Commission  in  Japan. 
There’s  been  lively  interest 

from  regional  associations, 

auph  as  r^onal  baTibg  anH 
local  businessmen,  as  weTI " 

Media  blitc  one  of  the  ads  to  herald  the  euro 
CteoKmta^MlI 

Sahaviriya  Steel  Industries  Public  Company  Limited 
Notice  of  an  Adjourned  Meeting  to  the  holders  of  the  outstanding 

U.S.$110,000,000  3%  per  cent.  Convertible  Bonds  due  2005 

of 

Sahaviriya  Steel  Industries  Public  Company  Limited (the^Conyian/J 

Notice  is  hereby  given  that  the  Me^g  of  (he  holdsm  of  the  above  Bonds  (the 'Bondhokfei^  held  on  January  29, 1999  vvashekl  to  be  inquoiara  and  pursuant  to  Paragiaph  6   of  Schedule  to  the 
Trust  Deed  (the  Trust  DeedT)  dated  July  26, 1995  made  between  the  Company  and  Chase  Manhattan  Trustees  Limited  (the  Trustee^  as  trustee  for  the  BorvSiolders  (as  amended  and/or  supplemented 
from  time  to  time)  was  acfourned  to10.00  a.  m.  (Bangkok  Gme)  on  February  26, 1999  at  the  offices  of  Sahaviriya  Steel  Industries  Pubto  Company  Limited  at  26/1  Prapawit  Building,  3rd  Floor,  Surasak  Road. 
Sitom,  Bangrak,  Bangkol^  10500.  for  the  purpose  of  considering,  arto.  If  thought  fiL  pasting  the  followring  resolutkms  which  will  be  proposed  as  Bxtraorcfinary  Resolutions  in  accordance  the  pnnritions 
of  toe  Trust  Deed 

EXTRAORDINARY  RESOLUTlOIIS 

THAT  this  Meeting  of  toe  holders  of  the  outstancBng  U.S.$110, 000,000  314  percent  Converttole  Borxls  due  2005  (toe  *BondsT)  of  Sahaviriya  Steel  Industries  Pttolic  Company  Limited  (toe  ‘Company’) 
constituted  by  the  Trust  Deed  riatari  July  26. 1995  (the  *Trust  DeetfO  made  between  the  Company  and  Chase  Manhattan  Trustees  Limited  (the  Tnistee*}  as  trustee  for  toe  holders  of  the  Bonds 
(toe'Bondhcdders'O  hertijy: 

Extiaonfinary  Resoludon  1 

«   assents  to  the  fofewir^  mot^caSon  to  the  Terms  and  CotKiffions  of  (he  Bonds  by  the  deletion  of  the  last  paragraph  of  Condition  10  and  the  nsertion  of  T/pon  any  such  notice  being  given  to  the 
Comparty,  toe  Bonctowffiirrinied^ittiybeaMne  due  and  payable  at  their  US  doBarprindpalarnoutit  together  with  accniedinteresL  together  payable  in  Thai  Btiit  at  toe  We^hted  Average  Interbarrir 

Exchange  Rate  annourK»d  by  the  Bank  of  Thafland  for  the  dale  of  such  notice”  In  ite  place  and  requests,  distiiargas  and  eaconeratBs  the  Trustee  in  the  lenns  of  Extraordinary  Resolution  5   below. 
Extmordfnaiy  Resolution  2   .   . 
•   assents  to  tiae  kdowing  mocfification  to  the  Terms  and  Conddons  of  toe  BotKis  by  toe  deletion  oHhe  second  sentence  of  Paragraph  5   of- the  Third  Srtoedule  to  the  Trust  Deed  and  the  insertion  of 

The  qurxumal  a   Mee^fCH^pastirtg  an  ExtraordinaiyResohffion  Shan  (sutqect  as  provided  belc^  be  Ivfo  or  more  persorsptoserA  in  person  hoW^  or  bting  proxies  or  representatives  and 
hohting  or  lepreserffingtoaggregate  over  30  per  cerl  to  prfrutiptiarrnijsit  ofthe  Bonds  for  the  tirrto  being  outstanding  11^  toe^uoiifoi^^  indudes  any  of 
the  matters  spedfied  in  toe  proviso  to  para^^  16  shall  be  two  or  more  persons  so  present  hofdhg  Bqnds  or  bang  proxies  or  representative  and  holding  or  rapresmiling  in  the  aggregate  over 

one-toirdtoprirnptiatnourtt  of  the  Bonds  fix  toe  ttote  being  oulstandng”  to  teplactearto  requests,  dfschaiges  and  exorieratestosTrustee  in  the  terrris  of  Extraorcfinary  Resolution  5   below. 
Extraonllntey  Resolution  3 
■   asseritetothefoBowtoginodi&catiQntotoeTerTnsandCorKWonsaftheBcMirtobythedeletionof  Paragraph  18tif  the  TWfoScheduto  of  toeTruti  Deed  aito  toe  toserti^ 

.   iiwans  a   resokition  pasted  at  a   Meettog  of  Bortdholdero  duly  convened  arto  held  to  accordance  wito  these  proritiorw  by  a   rnajoritycoritisting  of  nte  less  toan  51  per  cent  of  toe  votes  casT  to  its  ptac^ 

and  requests,  rliatoarges  and  exorterates  toe  Trustee  in  the  terms  (rf  Extraordinary  Resolution  Sbetow, ' 

ExtntMcflnary  RasbIution4 - 
•   asseiite  to  thefoBowingmodfficatkm  totoe  Tetnibaiid  Condittonsof  the  Bonds  ̂    toe  tosertion  of  the  fonowtog  wording  asa  proviso  to  thefirtosenterKte  of  CorKgtion15:”ptovkiedtoat  if  the  Boridsare 

to  ̂otal  fwm.  notices  to  Bonrtoolders  ariO  be  vafid^  ̂ ven  if  the  notice  is  deSvered  to  the  reieivant  cleating  system  for  communicallon  by  it  to  entiHed  accountholdersf  and  requests,  discharges  and 
exonerates  toe  Trustee  in  toe  terms  of  Eriraordinary  Resolution  5   below. 

ExtraowBnaryTtesoluBonS 
•   authorises  told  requests  toe  Trustee  to  enter  into  a   Supplemental  Tmst  Deed  in  such  form  as  the  Trustee  shell  approve  to  give  effect  to  such  of  the  ExttaordnaryResolutlorw  above  as  are  passed,  arxJ 

ariy  other  corrseqijerrt  mocMcations  of  toe  Triet  Deed  or  toe  Terms  arid  CorxItloriB  of  the  Borids  as  toe  Thistee  deetns  appropriate  and  discharges  and  exorietates  the  Trostee  from  any  liab^  to 

Bondhc^ders  in  respect  of  atting  in  accordariee  wlh  this  requesL" 
.   -   •   ‘   BACKGROUND 

The  Contoany  has  accordingly  convened  an  ar^oumed  Metfng  of  toe  Bondholders  by  this  Notice  for  toe  purpose  set  out  in  this  notice.  Informalion  has  been  provided  by  the  Cornpany  in  relaiion  to 
Devetojxnents  in  ITielaiKr  and  finandai  highfights  of  the  Corrsi^  wtoich  are  avaBabie  from  any  of  toe  Agents  as  spectlied  below. 

The  atteriSon  of  Boritfoolders  te  psitfculariy  drawn  to  toe  quonim  required  for  the  aiiioumed  ktoeffrig  wMch  is  set  out  to  paragraph  3   of ‘Voting  and  Ouorurn”  belovK 
Noffce  is  fortoer  given  to  Bondholders  that  the  Company  has,  pursuant  to  Condition  13(b)  of  toe  Bonds  and  with  toe  agreement  of  the  Tnrstee,  amended  the  Trust  Deed  by  the  todusion  to  the  Third  Schedule 

thereof  of  voting  procedures  to  rstewct  of  Bonds  held  toroi^  toe  Depotitaiy  Trust  Company.  The  amendment  was  made  by  means  of  a   supplemental  trust  deed  dated  September  22, 1998  (the  ”Rrst 
Suppleriieiitel  Tniti  Deed”)  between  the  Cornparv  erto  the  Trostee^  Copies  of  the  Truti  Deed  Orxtiudng  tire  Tbnrw  arto  Coridntons  of  the  BoTKte  aito  the  First  SuppletneiTtti  Truti  Deed)  win  be  made  avtilable 
fte  toaperiBorL  arto  forms  of  docurnents  referi^  to  below  wW  be  avaBabto  for  coIlecSon.  by  Bondholders  M   the  spedfied  offices  of  the  Prtodpd  Paying  Agent  the  Registrer  arto  the  Paytog,  Corivertion  and 
Transfer  Agents  set  out  below  during  normal  butiness  hours. 
in  accordance  with  normal  practice,  the  Trustee  eiqxesees  no  o^nion  on  toe  merits  ofthe  Exbaordinaiy  Resolutions  but  has  auttiorlsed  it  to  be  stated  that  it  has  no  objection  to  the  Extraordinary  Resolutions 

being  srtontitted  to  the  Bondholders  far  contidewHon. 

VOTING  AND  QUORUM 

Ifatkig  tostnietions,prQod8s  and  sub-prosoBS  issued  or  given  in  respect  of  the  Meetirtg  on  Januwy  29, 1999  wil  oontinue  to  be  valid  for  ttie  aCQoumed  Meeting  uitiess  previously  surrendered,  revoked  or 
amended.  Kbenefldal  owners  wish  to  change  tite  person  voting  on  their  behalf  they  should  contact  DTC,  Eurodear  Of  Cede!  Bank  in  respect  of  any  amendment 
A   regfetoredBondhoktermaK  tv  sxecijttogarto  delivering  a   form  of  prracy  to  EngE^  to  toe  office  spedM  below  of  the  PrlndpalPaytogAgerit  not  less  than  24  hours  before  the  time  fixed  lor  toe  Meeting, 

appointapmxy.  .   . 
A   registered  Borxlhokter  which  is  a   corporation  niay  by  resolutioru  to  ttte  English  language,  of  Hs  lAectors  or  otoer  governing  body  delivered  to  the  office  specified  below  of  the  Prtodpai  Paying  Agent  rwt  less 
than  24  hourebeforethetime  fixed  forthe  Meeting,  a^nt  a   person  to  act  as  its  represmtalive  in  connectibn  with  the  Meeting. 

MPOinANTiThe  Boncte  are  currently  in  the  form  of  two  (Nobal  Boitds.  Oiw  Global  BoikI  is  registered  In  the  iMme  of  a   nomiiwe  ofThe  DepoMtarylhiet  Cornpany  ("DTC’O.llie  other  Global  Bond 
teTegteteied  bi  the  narne  of  Chase  Notninaes  Limited.  Each  person  (a"benefidai  owrier'O  who  is  tbe  owner  of  a   particular  nomtrrai  ainount  of  toe  Bonds,  as  shown  in  the  records  of  DTC  or  onrs 
paiilLlpeiili  (TITr  Til  t!i,lpeiili")  iH  riircirlsei.  rcitlni  risiili  ni  Ihnii  ini  prir  Him  irrmitnilinliliirM  ("Aecountholdets*),  should  rwte  that  such  person  will  not  be  a   Bondholder  for  the  purposes  of 
this  notice  and  wtU  only  be  entitlsd  to  attend  and  vote  at  tos  Hooting  In  accordance  with  the  procedures  set  out  below,  except  that  DTCPartteipants  who  have  been  appointed  pities  by  DTC 

may  attend  md  vote  at  toe  Mfinlliij  Accordingly^  if  they  have  not  already  done  so,  beneAcU  owners  should  convey  their  voting  instrucOons,  dIreeUy  or  through  toe  DTC  Participant  or 
Accountholder  thrcKfipi  whom  dwy  hold  toeir  Intereet  in  the  Bonds,  to  DTC,  Euroelaar  or  Cedel  Bank  in  aecordance  with  the  procedures  of  DTC,  Eurodear  or  Cedel  Bank  and  such  DTC 

Partfcipante  or  Acceuntooidsfs  or  arrange  ̂    toe  same  means  to  be  te>pointed  a   ptcocy  or  sub-praxy. 
1.  Bonds  held  torou{to  DTC 

1.1  tt  DTC  tefoofote  toe  DTC  Pailidpante  as  ite  proxies  UTHter  an  omntous  proxy  to  aocordarrcewHhHs  usual  procedures,  the  DTC  Partidpaiits  will  be  entitled  to  attertd  and  vote  at  the  Meeting. 
12  A   beneficial  ownerwhiditenotaDTCFterticipant  but  wishestoattend  and  votetetheMooltogtopersonmuMpfoduceaformoi  sub-proxy  issued  by  the  DTC  Paftidpant  through  whom  he  holds  his  Bonds. 

Fomts  d   sttoprosgr  are  avafiabte  from  the  Prim^af  Paytog  Agent 

Forms  of  s(fa-ixoxy  must  be  detiverad  to  the  offices  of  the  Prtodpai  P^lng  Agent  not  later  than  24  hours  before  the  time  fixed  for  the  Meetir^ 
13  ADTCPtetieiparenatwiMitogtoatteifoandvoteatthBMeettogtopefSonrnaygiveavottogtostnjctionformandaberiefictelowrterndwishtogtoattendandvoteattheMeettogmayarTarigeforiheOTC 

Paitidpartithrou^  whom  he  holds  his  Bonds  to  give  a   vot^instiuction  form,  in  each  case,  tostnieting  the  Prtocipal  Paying  Agent  to  appoint  a   third  person  as  a   proxy  to  attend  and  vote  at  the  Meding  to 
aceordarice  wito  tite  tostruetiors  ^verL  Altemalh^  toe  DTC  Paitktiparrt  rnay  appotot  a   sub-proxy  or,  to  toe  case  of  a   beneficial  owner  wtoo  is  riot  a   DTC  PartteipanL  the  beneficial  owner  rnay  arrange 
(as  descrtoed  to  paragtaphl2  above),  thiou^  tin  DTC  Participant  through  whom  he  holds  his  Bonds,  for  that  DTC  Participant  to  appoint  some  other  person  (witich  may  todude  the  bdiefidal  ownei) 

as  asdi-proxy;  to  attend  and  vote  attoe  Meeting  in  accordance  vrtth  ttie  beneflcia]  owno^  insbuclions. 
14  Vbtif^insinirtons  must  be  given  tottie  Principal  PayingAgent  not  later  than  48  hours  before  the  time  fixed  forthe  Mooting  and  may  nd  be  revoked  during  the  period  starting  48  hours  before  the  Meeting 

and  enifing  at  toe  dose  of  the  Meettog. 

Only  ttteM  DTC  Puttdpantsshovni  hi  the  ore's  records  on  JanuaTy19,1999(the"ReeoidDate'’)wnfbeentttledtovoteontheExtra(miinaryRe80liitfonorfssuavotiiig  instniedonstothe 
Priridpd  Paying  Agent  w   appoiirt  sito-praades  to  enable  their  votes  arid  toose  of  betiaficlal  owrieiB  who  hold  their  Boiids  through  DTC  Partfofparite  to  be  cast 

2.  Bonds  held  ttiTMighEiaoclBaraite  Cedel  Bank 
2.1  Thoseb8naSciafownerewhohoMtoeiridaredstoBortdstorHighCeddBanker£ureelear(eaeha”CIearing^«tem')artoM4wwiEtotoatteitoandvDtealtitelifeettogshouUcontactth8rBfeiramCleari^ 

SystdnlD  make anar^ements  to  be  appdntedasapnmy  in  rWpect  of  the  Boitos  in  whidi  they  have  an  interestfor  the  purposes  of  attending  and  voting  at  the  Meeting.  Beneficial  owners  must  have  made 
ananoftmer>t4*nw!ti»*v»ti»tiMreiavareClaarir^Systembynotiatefthan4flhou«befareftBBmefixBdfarthBMeettogandanyvottoginslnictionsqi^  the  period  starting 

4ahours  before  the  Mwttog  and  ending  at  toe  dose  of  the  Meeting. 
22  Those  beneiidal  owriers  who  hold  todr  htereslB  in  Bonds  through  a   Cleartog  System  and  who  wish  to  vote  at  but  do  not  wish  to  attend  the  Meeting  should  contEXX  toe  relevant  Clearing  System  to  arrange 

tor  smotoerpeisonitorninated  by  them  to  be  appointed  as  a   proxy  to  respect  of  the  Bonds  in  wWch  they  have  an  intefest  to  attend  to  vote  at  toe  Meeting  on  their  behalf  or  to  make  arrengementstorttie 

-   votes  relBting  to  toe  Bonds  in  which  they  have  an  hterest  to  be  cast  on  their  behalf  by  the  Pitodpal  Paying  Agent  acting  as  a   proi^.  Beneficial  owners  must  have  made  arrangements  to  vote  with  the 
retevareCieaiing  System  by  n^tatertoan  48  houreb^^  toe  time  fixed  for  toe  Meeffiig  and  any  yotkig  Instructions  ̂ venrnay  not  be  revoked  during  Ihe  period  starttog  48  hours  before  the  Meeting  and 

3.  Quorum 
The  quorum  raqured  atthe  Beamed  Meeting  te  two  orrnore  persons  hokSng  Bonds  or  being  proxies  te*  teixeeanlatives  and  hobfing  or  rtenesenttoj  in  the  aggregate  over  one-third  in  pitodpal  arnount 
of  the  Bonds  tor  the  Itote  being  outetendtog.  if  within  15  rnkiutes  of  the  time  fixed  for  the  Meeting  a   quonjm  is  not  pressrtt,  toe  Meeting  Shan  be  dssolved. 

4b  Vbting 

Every  (giestlon  sttenitted  to  toe  a^bumed  Meeting  wB  be  deckled  on  a   draw  d   hantte  unless  a   poD  is  duly  dernanded  by  toe  Chainnan  of  the  Meeting,  the  Cornpany  or  toe  Trustee  or  by  one  or  more 

peisorte  heteing  one  « rnore  Bonds  or  being  proKias,  ojb-imxte  or  rteresentatives  arte  hokfing  or  representing  to  toe  aggregate  rxx  less  titan  2   per  certt.  to  prlncipd  arnourrt  of  the  Bonds  for  the  time 
bteig  ouhtencfri^  On  adtow  of  hands  every  person  wtto  te  presertt  to  person  or  any  person  who  is  (Meaartt  andte  a   proxy  or  sufc^iroxy  or  a   reptesentetive  shall  have  orte  vote.  On  a   poll  every  person  who 

to  so  preserg  Shan  have  one  vote  to  rasped  d   each  U.S.si000  principal  arnount  of  Bmds  protojced  or  in  respect  of  vvNch  he  Is  a   proxy,  sub-proxy  or  a   representative. 
To  be  pass^eadiExtrandinary  Resolution  requkes  a   majortiy  to  favour  d   not  less  than  totea-quartersdlhe  votes  east  If  passed,  each  Extreonfinaiy  Resolution  wfll  be  btodtog  on  ati  tiie  Bondwkfers, 
whetoerorndpresentatsuehMeetingandwIietherornotvofing. TRUSTS 
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INTERNATIONAL  CAPITAL  MARKETS 

Rabobank 
to  revamp 

equities 
business 
By  Clay  Harris, 
Banking  Corraspondent 

Rabobank  Internadonal,  the 

Dutch  bank’s  wholesale 
banking  arm,  yesterday 
announced  a   reorganisation 
of  its  international  equities 
business  which  ends  the 

autonomy  of  a   nedgUng 

London-based  operation. 
It  also  fumly  ruled  out 

proprietary  trading.  “Trad- 

ing activities  for  the  bank's own  account  and  risk  are  no 

aim  In  itself,”  the  Utrecht- 
based  bank  said. 

The  London  operation  and 

Rabo  Securities  in  Amster- 
dam will  be  integrated  into 

Rabobank  International 

Equities,  to  be  headed  by 
Andrles  Mak  van  Waay, 
Rabo  Securities  chairman. 

The  unit  will  be  brought 

under  Rabobank’s  corporate 
finance  arm. 

The  move,  which  wiU  cost 

10  jobs  in  equities  trading  in 
London,  may  be  interpreted 
as  the  first  retreat  by  any  of 
the  handful  of  intematiozia} 
investment  banks  that  have 
tried  to  build  London 

operations  from  scratch  in 

recent  years. 
Rabobank  said,  however, 

the  integrated  equities  busi- 
ness w'ould  continue  to 

expand  at  a   “controlled 

Speed",  with  its  next  move 
planned  into  New  York. 
London  would  remain  the 

base  of  ti.e  pan-European 
research  teams  in  Rabo- 

bank’s specialist  sectors: 
food  and  beverag^,  health 
and  pharmaceuticals  and 

“first  class  financials”. 
The  London  equities  oper- 

ation will  employ  30.  ag^nst 
145  in  Amsterdam.  The 

departures  in  November  of 
Marcus  Grubb,  head  of 

equity  brokerage,  and 

Charles  Giessen,  global  busi- 
ness manager,  gave  early 

warning  of  the  shake-up. 

WORLD  BOND  PRICES 

Fed  news  fails  to  impress 
By  Ailcady  Ostrovsky  fai  London 
and  John  Labate  in  New  Yorie 

European  markets  were 

lower  yesterday  while  US 
Treasuries  were  mixed  in 

early  afternoon  trading  as 
the  Federal  Open  Market 
Committee  decided  to  leave 

interest  rates  unchanged 
despite  strong  economic 

growth.  The  benchmark  30- 
year  bond  was  A   higher  at 
100£,  sending  the  yield 
lower  to  5.239  per  cent. 

The  IQ-year  note  fell  ̂    to 
99A.  yielding  4^06  per  cent 

and  the  two-year  note  was 
unchanged  at  99%.  yielding 

4.7  per  cent 
Analysts  said  the  Fed 

fought  shy  of  a   sudden 

Change  in  interest  rates, 
given  the  fragile  state  of 
eiriarging  markets. 

The  US  Treasury  caught 

traders  by  surprise,  saying  it 

would  auction'$3Sbn  of  notes 
and  bonds  next  week.  The 

Treasury  said  it  would  auc- 
tion $l5bn  in  five-year  notes, 

SlObn  in  9%-year  notes,  and 

$10bn  in  30-year  notes. 
*“rhey  are  concerned  that 

trading  in  the-  10-year  note 
has  become  scarce  in  the 

repo  market  so  they  want  to 
alleviate  that  by  reopening 

the  lO-year  note."  said  Kevin 
i./^n  senior  market  econo- 

mist at  Dresdner.  Eleinwort 
Benson  in  New  York. 

The  Treasury  decided  to 
issue  a   new  bond  rather 

than  reopen  the  current  30- 
year  and  said  two-  and  30- 

year  auctions  may  become 
less  frequent 

European  bond  markets 
sold  off  In  expectation  of 

today's  meeHng  of  the  Euro- 
pean Central  Bank,  which 

win  determine  intorest  rates 

In  the  euro-zone.  Most  ana- 

lysts doubt  the  ECB  win  cut 
interest  rates. 

David  Knott,  at  Deutsche 
Bank,  said  the  maikets  had 
been  too  optimistic  by 

pricing  in  two  interest  rate 
cuts  by  September. 

Germany’s  10-year  bond 
future  fell  through  the  117 

levd.  closing  0.44  down  at 
116.75.  UK  gilts  took  their 

cue  from  euro-zone  coun- 
tries. The  10-year  gilt  future 

dropped  O.M  closing  at 
11943.  Most  observers  expect 

the  Monetary  Policy  Com- 

mittee to  cut  interest  rates 

by  25  basis  points. 
Yields  on  Japanese  gov- 

ernment bonds  continued  to ffUmh  hut  at  a   slower  pace. 

The  yield  on  the  benchniarit 
10-year  203  bond  rose 

shortly  to  2.335  per  cent 
Mr  Knott  argued  that  pro- 

vided short-term  interest 

rates  stayed  unchanged  at 

0.S  per  cent  and  acted  as  an 
"aneb^  to  the  yield  curve, 

lO-year  JGB  yields  were 

unlilmly  to  rise  much  higher. 

He  likened  Japan  to  toe 
US  in  1998.  when  the  Federal 

Reserve  lowered  interest 
rates  and  let  the  <nirve 

steepen.  This  allowed  US 
hanks  to  recapitalise  by  boj^ 

rowing  short-term  money  at 

low  rates  and  lending  it  lon- 
ger term  at  higher  rates. 

Fannie  Mae  launches  $4bn  issue 
NEWI^K_ 

By  Khozem  Merohant 
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New  international  bond  issues 

Fannie  Mae,  the  US 

mortgage  lender,  brought 
the  dollar  issuance  market 

to  life  again  with  a   bumper 
S4bn  bond,  its  second  issue 
of  that  size  this  year. 

After  a   busy  start  to  the 

year,  the  dollar  maritet  has 
been  quiet  recently, 
unnerved  by  Brazil.  Dollar 
fluids  have  been  buiiding  up 

in  toe  lull,  say  bankers.  With 
Brazil  quieter,  swap  spreads 

have  tij^teoed  on  aH  matu- 
rities, reflectiz^  a   calmer 

investment  community. 
Fannie  Btee  was  planning 

an  issue  of  $3bn-^bn  but 
went  to  the  limit  because  of 

strong  demand,  said  Lehman 

Brothers,  joint  leader  man- 
ager with  Credit  Suisse  First 

Boston  and  Merrill  Lynch. 

The  five-year  bond  was 
priced  to  yield  44.5  basis 
points  over  US  Treasuries 
and  traded  undianged. 

Alcatel  Alstocnn  provided 
further  evidence  of  the 

strain  appeal  of  a   top  corpo- 
rate name  when  toe  French 
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telecommunications  equip- 
ment group  launched  its 

debut  issue  in  euro.  The 

€lbn  oSbring  was  four  times 
greater  than  when  it  last 

tapped  the  market  in  1997. 

Yesterday’s  10-year  bond 
was  priced  to  give  a   spread 

of  58  basis  points  over  the 
OAT  and  65.6bp  over  hnnds. 
Bankers  said  Alcatel  was 

keen  to  take  advantage  of 

low  yields  to  lock  in  cheap 
funding  costs.  The  group 

had  recently  made  an  acqui- 
sition in  the  US,  and  was 

encoun^ed  by  US  investor 
response.  Most  of  toe  paper 
went  to  European  buyers, 

notably  Italian  investors. 
DSL  Bank  continued  the 

trend  yesterday  with  a   10- 
year  $500m  bond.  The  Ge^ 
man  hank,  SO  per  ceut  owned 

BOND  FUTURES  AND  OPTIONS 

France 

■   HOnOUL  EURO  BOW  FUTURES  (IMTI^  eiOOLODO 

by  toe  government,  is  an 
active  lender  to  public  infra- 

structure  projects.  Yester- 
day’s offering  was  priced  at 

70  basis  points  over  Trea- 
suries and  tl^tened  nar- 
rowly. Last  month  DSL 

launched  a   five-year  $500m 

bond  priced  at  65  basis 
points  over  Treasuries, whirii  Tifl.*;  ti^tened  by  10 

basis  points. 

US  CORPORATE  BONDS 

US  fund 
managers 
lead  field 
in  Europe 

By  Cbarles  PreteBk US  institutional  investors 
dominate  the  ranking  of 

European  frind  martagBra  in toe  latest  Reuters  surv^  of 

European  larger  companies. 
Four  ol  the  five  top  fund managwra  in  Europe  are  US 

films,  according  to  a   survey 
of  finance  directors  firmn  244 

of  Europe’s  laigest  oimpa- 
nies.  Fideli^  Investment Managammt  is  ranked  high- 

est. Schroder  Investment 
Management  is  the  only 
European  ftind  manage  in 
the  top  five. 
ns  houses  also  occupy 

four  of  the  top  five  pomtfons 
for  overall  research  from 

brokers.  Companies  ques- 
titmed  in  the  anrmaT  sorvey 
rank  Merrill  Lynch  first. 

WartnnE  Dillon  Read  Is  toe 

only  Bnn^iesm  house  in  toe five. 

Tim  survey,  emiducted  by 

Tempest  ConsoUants,  the 
management  consultants, 

also  concludes  that  Euro- 
pean equity  markets  need 

refonmi^  to  prevent  compa- 

nies moving  to  "more  effi- cient" mazkets. 

’TJnless  the  central  author^ 
Hies  move  now  to  ensure  a 

near  perfect  flow  of  financial 
information  and  cotporate 
disdosure,  without  cohttent 
regulation  and  transpamey, 

then  there  are  serious  risks," the  survey  says. 

However,  it  adds  that  the 
European  equity  market 

could  grow  in  value  from 

$5.9S7bu  to  more  than 
$17.000bn  by  2005.  In 
this  is  due  to  a   growing 

awareness  of  toe  oigrartuni- 
ties  for  growth  in  Emxpean 

equity  maskets,"  toe  survey says.  Europe  already  rspre-. 
seats  81  per  cart  of  idobal 

market  dyntalisation. 
The  sorvefy  also  predicts 

further  consolidation  among 
brokers. 

Dors  MkS  Sixd 

Shift  of  focus 

sparked  by 
launch  of  euro 
By  KbozBm  Merchant 
The  Australian,  New 

Zealand  and  Canadian  dol- lars are  likely  to  be  strong 

bmaeficteries  of  last  month’s 
launch  of  the  euro,  say  bank 

officials.  Investors  within 

toe  euro-zone  are  expected  to 

diversify  thmr  h'nidingg  hav- ing lost  such  opportunities 
within  Europe  since  the 
launch  of  toe  euro. 

'Hre  launto  of  a   NZgSOOm 

bond  by  toe  InterTAmerican 

Development  Bank  this 
week  -   .the  IDE’s  lai^e^ 

notbUS  dollar  ofierir^  -   is 
the  latest  sign  of  the 

strength  of  demand  for 
peripheral  currencies  in  file 

aftwmath  of  European  mon- 

etary iTnimi 

The  Royal  Bank  of  Can- 
ada, a   leadb«  onderwiiter  in 

pnipheral  currency  bonds, 

says  last  month  was  one  of toe  busiest  in  recent  yeai^ 

"We  have  had  a   huge  rush  in 

January,  some  26 

bond  issues,"  said  Geraud  de Nadaillac,  head  of  global 

syndication  at  RBC  Domin- ion  Securities. 

Apart  from  the  so-called “dollar  bloc"  currencies,  the 

leading  peripheral  curren- 
cies are  toe  GreA  drachma, 

toe  South  African  rand  and 

the  Czech  koruna. Tflflnflwflp  of  paper  fri  these 

and  the  dollar  bloc  curren- 
cies last '   month  was 

US$2.8bn  -   2   per  cent  of 
overall  intematipnal  bond 

Issuance.  The  dollar  and  toe 
euro  accounted  for  nearly 

90  pa  cenL  : 

Attention  has  fbcosed  on 
the  Greek  drachma.  Fifteen 
bonds  totalling  $l.l7bn  were 

issued.  Investors  think 
Greece  will  qualify  for  toe 

next  round  of  Emu  and  have 

bought  drachma  nffttrings  in 
the  expectation  that  dom^ 

INTERNATIONAL  BONDS 

tic  yields  will  converge  with 
Emu  entry  levels.  Similar 
fiactors  have  fuelled  intertet 

in  toe  Czech  koruna. 
A   large  proportion  of 

peripheral  currency  bonds 
mature'in  the  first  quarter  of 

1999.  Much  of  these  redemp- 
tions are  revested  in  new 

.   offerings. 

David  Fry,  head  of  oi^ina- 

tbni  and  ̂ d^tion  at  TD 
Securities,  says  ihv^ors 

holdli«  cutrendes  that  have 

depredated  have  an  btoeD- 
tive  to  reinvest  in  tiiat  car- 

rency  in  the  hope -their 
losses  will  be  eliminated. 

In  the  euromarkets,  an 

estimated  Drl2hn  wUl  be 
redeemed  in  February  and 

DiSSbn  in  MardL  Ihe  rand 
saw  redemptions  totalling 
R1.8bn  in  Januiuy  and 

ESSOm  this  month.  Redemp- 
tions of  Canadian  dollar 

paper  this  month  will  total 
CKOOm  and  C$700m  imL 

Strong  reinvestment  flows 
are  expected  from  matorix^ 
Australian  dollar  paper  ate 

redemptions  in  January  of 
A$300m  and  AS600m  this 

month. 
Last  month  only  NZ$150 

was  redeemed,  a   similar 
amount  this  month  and 

NZ$400m  in  March.  Mr' 
Nadaillac  says  the  high 
Interest  rate  differential 

between  the  NZ  and  US  dok. 

lar  will  encourage  investors 

to  buy  NZ  paper.  An  added attrac^cin  is  the  likelihood 

that  NZ  rates  wQl  fell. 
New  money  also  appems 

to  be  flowing  into  the  euro- 
convergence markets,  nota- 

bly in  Greek  drachma  bonds. 
Before  the  launch  of  the 

euro,  many  large  institu- tional Investors  could  only 
hold  a   mairiimim  d   20  per 

cent  in  securities  denomi- 

nated in  non-domestic 
currencies. 
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CURRENCIES  &   MONEY 

Intervention  rumours  halt  yen  rally 
MAM^ 

By  FMn  amtel  and 
Mchard  Adams 

The  yen’s  rally  on  the  back of  rising  Japanese  govern* 
ment  bond  yields  was  hawp^ 
yesterday,  because  of 
rumours  over  intervention 

by  the  Bank  of  Japan. 
The  Japanese  government 

continued  to  neglect  the  ris- 
ing yields  on  its  government 

bonds,  but  the  Mini^  of 
Finance  made  it  clear 
excessive  yen  strength  was 

undesirable. ' 
“The  markets  wanted  to 

test  the  Bank’s  tolerance  of  a 

quickly  appreciating  yen,” said  Brian  Martin,  currency 
strategist  at  Bard^  Capital 
in  London.  The  yen  strength- 

ened marginally  from  YU2.6 

cm  Tuesday  to  y’112.3  versus the  dollar  in  London. 
Against  the  euro,  the  yen 

gained  Y0.4  to  Y1274. 
The  dollar  was  little 

changed  after  the  widely-ex- 
pected decision  by  the  Fed- 

eral Reserve's  Open  Market 
Committee  yeste^y,  Whi^ 
left  US  short  rates  on  bcJd, 

In  London,  mixed  expecta- 
tions over  the  B»nif  of 

Gn^and's  interest  rate  deci- 
sion announced  today  led  to 

nervous  trading '   in  short 
sto'lmg  hitum  contracts. 

■   As  the  yen  eowtinu^  to  be 

buoyed  by  rising  .Tapanpa* government  bond- yields,  a 
debate  has  started  over 
whether  and  bow  the 

of  Japan  should  Intervene  In 
the  finflWfnql  marV^s 

“The  likelihood  of  inter- 
vention is  very  high 

the  govemment  would  cer^ 
tainly  not  want  the  positive 

impact  of  its  fiscal  pacfcaga to  be  cancelled  out  by  a 

stronger  yen,”  said  Brian 
Miaitia  of  Barclays  C^taL 
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But  he  said  a   successful 

intervention  required  a   clear 

pcdicy  to  protect  the  desired 

exchange  rate.  “The  Bank  of 
Japan  has  either  to  lower 

interest  rates,  wMch  is  illd- 
sory,  or  start  monetising  the 

debt  by  directly  underwrit' 

ing  gDvernmeot  hoods.” 
Several  Japanese 

have  expressed  their  support 
for  ̂    idea  of  direct  debt 

underwriting.  But  despite 
rumours  that  the  bank  is 

considering  the  option,  some 

analysts  were  sceptical 
about  its  usefulness. 

“A  direct  intervention  by 

the  bank  ht  the  iMad  market 

might  be  positive  In  the 
short-term,  but  it  would  cer- 

tainly 'andmnine  the  cur- 

rency in  the  long-run,*  said 
Lewis,  senior  econo- mist at  Deutsche  Bank  in 

1y>nHilw 

Debt  monetisation  would 

open  the  door  to  government 
spending,  while  removing 

pressure  on  banks  and  cor- 

porations to  pursue  restruct- 
uring, Mr  Lewis  said. 

■   Sterling  interest  rate 
future  contracts  suffered  a 
sell-oS  despite  two  key 

pieces  of  ̂ oomy  economic 
news  that  showed  weak 
activity  in  the  US  economy. 

With  the  Bank's  monetary 

policy  committee  announc- 
ing its  lastast  interest  rate 

dedsion  today,  the  contract 
for  March  delivery  was  alone 

in  gaining  in  price  during 

yesterday's  trading.  A 

sell-off  in  the  June  and  Sep- 
tember contracts  of  three 

basis  points  mimicked  a 
larger  five  basis  point  Gall  in 
the  December  contract 
The  front  contract  has 

priced  in  another  0.2S  per- 
centage point  cot  by  the 

Bank,  and  partially  antici- 
pated the  possibility  of  a   fiD> 

ther  or  deeper  cut  by 
Bat  the  June  contract  is  stQl 
uncertain  that  rates  wQl 

have  gone  as  low  as  5,25  per 
cent  by  the  start  of  the  third 

quarter. 

Traders  expect  the  strip  to 

show  little  reaction  to  a   25 

basis  point  cut  by  the  com- mittee, with  only  a   SO  point 
cut  or  an  unchanged  base 

rate  prompting  any  signifi- 
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cant  shifts. Stuart  Weatherby.  UE 

economist  at  West  LB  Pan- 
mure.  noted  that  the  shift  in 

rate  expectations  has  been 

very  dramatic  within  the 
last  six  months,  but  that 
there  was  still  value  to  be 
had  in  the  June  contract 

“AS  a   yearond  bun,  I   am  a 

bit  more  optimistic  on  rates 

than  the  market,”  Mr  Weath- 

erby said. 
■   Meanwhile,  the  steady 

ascent  of  the  Swedish  kronor 

against  the  euro  ground  to  a 
halt  yesterday,  following  a 

report  by  the  European  Com- mission that  the  kronor 

would  have  to  Join  an 

exchange  rate  mechanism 
before  entering  the  single currency. 

The  government's  reluc- tance to  accept  this  condi- 
'tion.  ahead  of  a   referendum 
on  membership,  prompted 

spectulation  that  Sweden’s 
entry  into  the  single  cur- rency may  be  delayed 

beyond  the  2002  target  date. 
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Sharp  rise 
seen  in 
North  Sea 

oil  output 
By  Robert  Coizins 

Oil  output  from  the  North 

Sea  is  esqiected  to  grow 

strongly  this  year  in  spite  of 
low  crude  prices,  according 
to  a   new  tbrecast  by  Wood 

Mackenzie,  the  Edinburgh* 
based  industry  consultants. 

Total  North  Sea  produc- 
tion this  year  Is  espected  to 

average  6.81m  barrels  a   day. 

a   13  per  crat  increase  on  the 
6.02m  b/d  average  for  1998. 
UK  ouQmt  is  expected  to  rise 
by  14  per  cent  to  a   record 
2.99m  b/d.  including  100.000 
b/d  from  onshore  Gelds. 
Wood  Maclceflzie  says 

upstream  revenues  from 
most  UK  and  Norwegian 

Gelds  “still  exceed  the  mar^ 
ginal  cost  of  production  even 

at  SIO  a   barrel”.  It  said  oper- 
ators were  keen  to  tnarimise 

output  to  boost  cash  flows, 
and  doubts  whether  any 
North  Sea  Gelds  will  be  shut 
down  in  the  short  term. 

The  slump  in  oQ  prices  has 

caused  some  hi^  cost  pro- 
duction to  be  shut-in,  espe- 

cially in  the  onshore  US, 
where  the  closure  of  low  vol- 

ume “stripper”  wells  is 
straiiditfbrward. 

But  the  closure  of  oSshore 

platforms  would  te  compG- 
cated  and  costly.  &i  addition, 

many  North  Sea  operators 
have  slashed  operat^  costs 
in  recent  years.  SheO.  one  of 

the  biggest  North  ̂    opera- 
tors, says  its  operating  costs 

in  the  UK  are  less  than  £2.50 

($4.12)  a   barrel.  That  is  three 

times  less  than  a   1990  esti- 
mate of  what  they  would  be 

for  this  period. 
The  Wood  Mackenzie 

sti^  si^Egests  that  much  of 

this  year’s  projected  produc- 
tion growth  will  come  itom 

fields  that  have  come 

onstream  since  1996  and  that 

are  approaching  foil  or  pla- 
teau production. 

•   A   separate  Wood  Mac- 
kenzie study  shows  that  oil 

demand  in  western  Europe 

is  likely  to  remain  Oat  to 

2005.  with  average  annnal 
growth  rates  of  0.6  per  cenL 

LME 
ByPaidSohnaa 

The  London  Metal  Exchange 
wUI  launch  its  new  silver 

contract  by  mid*year  at  the 

latest 
Announdng  detaOs  of  the 

contract  yesterday,  the 

exchange  said  it  would  com- 

plement rather  than  rompatiff 
with  existing  contracts. 

“Silver  is  often  a   second- 

ary metal,  produced  along- 
side a   main  metal  and  we 

believe  base  rnetaia  produc- 
ers will  welcome  an  opportu- 

nify  to  trade  it  in  a   maritet 
that  offers  szc^ence  is 

transparency  and  regula- 

tion,”   Jonathan  Heglani, 
LBCB  director  of  corporate 
aSairs.  said. 

Spot  silver  is  traded  on  the 
London  Bullion  Market, 
irtille  futures  are  traded  on 

Comex.  part  of  the  New 
York  Mercantile  Exchange. 

Mr  Waalaiw  added  tha 

LME’s  experience  in  base 
metals  trading  made  it  an 
obvious  home  for  a   silver, 

contract 

Though  traditionally 
regarded  as  a   precious 
mtinl  saver  is  inoeastai^ 
seen  as  an  indostrial 

iot  its  uses  In  idiotc^phic 

aim  and  psqper  and  efoctrical 
and  eledio^  con^nents. 

The  LME’s  existing  oon- 
;tracts  indude  copper,  nickel 

aluminitun,  nnc  and tin  as  well  as  alnzninium 

alloy.  It  haa  also  announced 

plans  to  a   contri»gt 
based  on  a   wel^ited  index  Of 
its  six  base  mi^als. 

“Interest  may  wen  come 

from  indostrial  traders  ini- 
tially, though  we  recoghise 

that  some  peoide  trade  sQver 
as  an  investment  and  we 
believe  our  contract  win 

prove  attractive  to  them  as 
Mr  Ebslazn  said. 

However,  some  analysts 

questioned  the  need  for flnc*har  stiver  contract 

“Them  who  need  physical 
Tnotai  can  get  It  from  the 

spot  market  in  London, 
while  those  who  want 

futures  can  use  ■   the 
established  market  on 

Comex,"  one  said  yesterday. 

Another  sugg^ted  that 

traders  who  bou(d>t  and  sold 

stiver  as  an  iOTestment  ive- 

ferred  over-the-counter 

deals,  which  were  not  sab- ject  to  a   formal  r^ulation. 

Mr  Haelam  said;  “We 
believe  oar  contract  offers 
yimpthing  new  and  that  we 

can  oCEer  add^  valoe  sodi as  our  established  sdobal 

delivety  points" 

The  Bullion  Mar- 
ket Association  said  it  saw 

no  tiireat  to  its  sgat  silver 

market,  and  added;  "We 

think  that  anything  that 

adds  liquidi^  to  the  znartKA 

is  a   good  idea." 
The  IME^  plan  indudes 

allowing  stiver  granules  to 
be  delivered  against  the  new 
contract  from  October  in 

addition  to  silver  ingots.  The 
stiver  will  be  99A  per  cent 

pure  and  traded  in  lots  of 
6.000  troy  ounces.  This  is  the 

exchange’s  second  attempt at  wiairiTtg  a   stiver  contract 

work.  A   previous  attempt was  ItiUed  eff  in  1989. 

Production  problems 
may  halve  Nalco  profits 
By  Kind  Bose  in  Btinbamswar 

National  Aluminium  Com- 

pany, Asia’s  largest  inte- 
grated aluminium  complex, 

should  have  Us  230.000tonne 

capaenty  smelter  at  Angol  in 
Orissa  back  tn  tUU  working 

order  by  the  end  of  March. 
The  pots  in  the  smelter 

started  collapsing  last  April 

Nalco’s  metal  production  fell 
to  99.523  tonnes  in  the  Grst 
nine  months  to  December 

1998  against  146,702  tonnes 
In  the  corresponding  period 

of  1997-98. 
Although  the  pots  are 

coming  bacA  into  service  at 
the  rate  of  two  to  three  a 

day.  company  ofBelals  say 

Naieo's  production  this  year 
will  amount  to  about  150,000 
tonnes  compared  with  the 

target  of  221.700  tonnes  and 

last  year’s  output  of  200462 tonnes. 

Morgan  Stanley  Dean  Wt- 
ter  and  ABN  Amro  believe 

metal  production  this  year 

could  be  as  low  as  140,000 

tonnes. 
As  production  foils  and 

aluminium  prices  stay  flai 

analysts  say  Nalco's  net 
profits  in  the  current  year 

win  be  4&50  pQ-  cent  lower 
than  in  1997-96. 

’Unfortunately,  this  is 

happening  at  a   time  when 
Nairn  is  under  pressure  to 
fimd  the  Rs37.26bn  ($877tu) 

expansion  programme,”  says 

S.N.  Johri,  chairman  of 
Nalco. 

Wtirburg  Dillon  Read 

believes  the  company’s  net 
profits  will  fall  from 
Rs5.470bn  last  year  to 

Rs2.96A)n. 
The  crisis  has  made  the 

company  aware  of  the  need 
for  periodic  maintenance 

and  enforcing  "discipline” 
among  workers. 
"We  are  fost  returning  to 

normal  prodoction,"  Nalco 
says.  “Next  year  we  will  be 
producing  over  200,000 
tonnes  of  aluminiunL  Our 
alumina  refinery  continues 

to  run  efOciently.  This  year 

our  alumina  productimi  will 
exceed  the  tai^et  of  885,000 

tonnes.  Since  there  is  a   big 

shortfall  in  metal  produc- 
tion, our  alumina  eiqnrt  wUI 

be  around  600,000  tonnes 

gainst  479,801  tonnes  last 

year." 

However,  a   metal  analyst 
pointed  out  that  Nalco  never 
operated  more  than  490  pots 

at  a   time.  Its  reend  pirodao- 
tion  of  203323  tonnes  in 
199697  was  for  short  of  the 

smidter’s  capacity.  There  is 
considerable  scope  for 

improvement  of  operatioiml 
effictency  at  the  smelter. 
Nalco.  which  owns  high 

quality  bauxite  deposits  of 

370m  tonnes  at  Panchpat- 
main  is  on  target  to  double 
the  mining  c^iact^  tO  4.8m 
tnnnpB  a   year  «nri  to  expand 

the  capacity  oT  its  alumina 

refinery  from  800,000  tonnes to  l.S?5m  tonnes.  The 

smelter  capacity  is  to  be 
raised  from  230300  tonnes  to 

345300  tonncfl. 
The  Nalco  complex  was  set 

up  with  technologies  from 
Aluminium  Pechiney  of France. 

"As .   for  our  expansion. 

Alunxintum  Pechiney  Is  mak- 
ing avatiabla  to  us  the  latest 

improvements  in  aluminium 

refining  mwi  metai  smelting 

technoloides.”  the  company 
said.  "We  diould  be  able  to 

finance  70  per  cent  of  tiie 

project  cost  from  internal 
accruals.  The  balance  is  to 

he  funded  by  debL" 
Nalco  has  started  adding value  to  the  metal  in  the 

form  of  aluminium  alloy 

stripe,  wire  rods  and  billets 
to  realise  better  prices. 
“The  most  ambitious 

valueadded  ^xifject  will  be 
an  aluminium  vehide  wheel 

plant,  which  will  need  an 

investment  of  Rslbn,"  the 
eennpany  said. 

"The  plant  will  have 

caparity  of  450,000  wheds  a 
year  and  will  need  10,000 

tonnes  of  metal  We  are 

n^Dtiating  with  companies 
from  France.  Gmoany  and 
South  Korea  for  teebndogy. 
But  we  wlD  buy  teebnoU^ 

only  from  a   company  which 
is  ready  to  buy  back  50  per 

cent  of  the  production.” 

INDABA  MININS  CONFERENCE  CALL  FOR  BANKS  TO  SELL  RESERVES 

Plan  to  buoy  gold  price 
By  GOBaa  OHionnor, 
Iftitag  Coneapendait 

GoM 

'gperfewaancB- 

Central  Banks  should  be 

encouraged  to  sell  cB  most 
of  their  gold  rasexvas  so  that 

they  cease  to  pose  a   threat  to 
the  price.  hGchael  CouL 
son,  head  of  cdobal  mining 
research  at  Paribas,  floated 

plan  to  ttie  Investing  in 
Africa  Mining  conference, 
Tndaha  99,  in  &qie  Town  yes- terday. 

He  argued  that  central 
banks  were  re^wnsible  for 

gold’s  poor  performance  in 
recent  years,  because  of  tiie 

way  th^  have  used  their reserves  in  the  derivatives 
market  to  provide  <dieap 
gold  loans  for  prodoeecs. 
'^e  gold  zndisfry 

has  colluded  in  this  by  per- 
sistent forward  selling  cap- 

ping the  gold  {rice  at  ever 
lower  levels,”  Mr  Coulson 
said.  "The  industry  feces 

years  of  going  nowhere 
uidess  it  moves  to  neolzalise 

central  bank  and  other  (tffi- 

cial  gold  holdings.” Mr  Coulson  suggested  two 

ways  of  caganisdng  the  sale; 

regular  auctions  or  securitis- 
ation of  the  banks’  reserves. 

Be  argued  tibat,  altboi;^  the 

central  haokg  are  large  hold- 

era.  the  market  could  absorb 
a   st^ed  strid^t  sale  of 

(heir  hniiUngs. "While  the  aDnouncmaent 

of  such  a   progranmie  would 

shake  the  gold  market  ini- 

«B. 
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tiaHy,  we  twnlr  that  in  tinia 
the  market  would  come  to 

terms  with  it."  he  said. TTie  aim  would  be  to 

reduce  official  gold  hniiiinga by  75  pm  cent  over  10  years, 
to  a   smies  of  sales  simtiar  to 
those  employed  by  the  IMF 

and  ns  Treasury  in  the 
1970s.  Indeed,  the  new  round 
of  sides  ml^t  even  be tnanagerf  by  the  IMF. 

Alternatively,  and  tids  is 

Mr  Coolson’s  preferred 

method,  gold  bonds^  redeem- 
able into  gold,  would  be  sold 

under  the  of  the  IMF. 

The  precedent  for  this  is 
the  successful  French  gov- 

ernment bond,  the  Rente 
Giscard  of  1978  to  1988, 
which  was  very  popular. 

In  London,  Smith  of 
kOtsoi  was  wary  of  Mr  Ooulr 

son’s  proposals.  He  argued 

that  tiie  central  banks  do  not 

care  enough  to  set  the  neces- 

sary auction  mflffhgwigtn  fo place;  tiiat  it  is  diOIctilt  to 

see  who  tiie'  buym  would 
be;  that  the  Giscard  bonds 
were  a   case;  and  that 
if  fhoe  wer6  really  a   market 

for  gold-backed  bonds,  some 

commercial  ■   bank  would have  created  them  by  now. 

However,  Mr  Smith  agreed 
with  Mr  Coulson  that  to 
have  any  hope  of  working, 

an  auction  scheme  would 
have  to  be  operated  under 
the  auspices  of  the  IMF. 

Some  producers  do  not agree  that  central  bank  gold 

sales  are  a   tiireat.  “We  no 

longer  see  them  as  an  Issue," said  fiolby  Gods^  Ai^o- 
gold  chief  executive  c^Gcer, 

shortly  before  Mr  Coulson 
presented  his  proposals. 

Nickel maintains 

upward 
trend 

MARKETS  RB>0RT 

ByPMdSolniao 
and  Robart  Condna 

The  IME^  flagghip  co^et 
contract  also  rose,  dosingiqi 

$1230  at  $1^5630  a   tonne. Meanwhile,  oil  pricea 

received  a   late  boost  yester- 

day when  the  IMted 

Natiems  announced  it  was- 
withdrawing  Amsicao  and. 

British  members  of  Ita- humanitariah  aid.  pro- 

gramme in  Iraq.  Brent  Kend 
for  Ma^  ddlvacy  was  iq)94 
cents  to  $11.19  a   band  in 

late  trading  on  London’s International  Petroleum 
Exchange. 

Saltier  the  maiteto  ftnmd some  solace  in  .   weekly 

figures  frc»n  the  US  Depart^, 
ment  of  Energy,  which 

showed  a   more  modest' buad-49  of  arude  mventories 
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Nickel  prices  strengthened on- .   the  London  Bietal 

Elxeliange-  again  yesterday. 

though  analysts  said  the  rise 

9988  largdy  speculative.  - 
The  marled  is  mtpecled-to. remain  oversuppUed  tl^ 

year,  thou^  some,  analysts 
have  suggested  amsmuption 
could  rise  by  as  mndh  as 

s   per  emit,  especially  <m  ̂  
badi  of  a   stronger.  US  acooi- 

omy.  Produems, Inco  of  Canada,  are  also 
rumoured  to  be  cemsidering 

outont  cuts. 

Three-mcmth.  closed, 

yesterday  at  $4,515  a   tonne,  a 

rise  of  $170  on  Tuesday’a 
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WORLD  STOCK  MARKETS   

Leaders  slip  as  midcap  advance  grinds  to  halt 
FTSAH-Shan  Index 

MARKET  RS>0RT 
Sf  Steve  Thompsoni 
UK  Stock  Uadwt  Editor 

There  was  more  than  an 
element  of  uncertainty  in 

London's  stock  mailcet  yes- 
terday as  the  blue  chips  saw 

an  ear^  gain  quickly  wiped 
out  and  replaced  by  hefty 
losses. 
Even  more  worrying  for 

the  market’s  optimists  was 
the  abrupt  halt  in  the  seven- 
session  run  of  winning  per- 

formances by  the  market’s 
second-liners,  represented  by 
the  FTSE  250. 
But  the  smallcap  stocks 

managed  to  maintam  their 
outperformance,  as  evidence 
of  more  bid  activity  among 

±e  market's  minnows  out- 
weighed the  latest  batdi  of 

profit  warnings. 

During  the  trading  ses- 
sion, the  FTSE  100  index 

moved  in  a   band  of  125 

points,  an  early  gain  of  35 
points  eventually  being 
replaced  fay  a   90-point  Gall. 

At  tfae  finai  ben.  the  index 
had  rallied  a   shade  to  end  a 
net  72.7  lower  at  5340.3.  its 
first  overall  decline  in  four 
sessions. 

'   The  FTSE  250's  rally, 
which  had  driven  the  index 

up  over  300  points,  carried 

on  during  the  morning,  only 

to  evaporate  in  the  after- noon. The  index  settled  2.1 
off  at  53133,  having  reached 

5331.4  at  its  best 
Bulls  of  tfae  smaDer  stocks 

saw  the  FTSE  grnfliipgp  post 
its  seventh  consecutive  gain, 
to  finish  12.7  firmer  at 

2,183.5. 
The  gradual  but  subse- 

quently substantial  decline 
in  the  front-line  stocks  was 
attributed  by  dealers  to 

some  aggressive  profit- 
taking  in  the  recently  buoy- 

ant telecom/cable  stocks, 

plus  mcreaslng  nervousness 
about  the  potential  fbr  more 
domestic  interest  rate  cuts. 

Dealers  said  the  market 
was  cHii  optimistic  that  the 

twoKlay  meeting  of  the  Bank 
of  England's  monetary  pol- 

icy committee,  which  ends t.fa»B  morning,  will  see  tbe 
onmTnittAP  eanffrinn  a   further 

25  basis  points  reduction  in 
UK  interest  rates,  the  fifth 
reduction  in  as  many 

months.  An  announcement 
will  be  made  at  mkiday. 

But  the  benefits  of  a   rate 
cut  here  were  seen  as  being 

eroded  by  ni^iite  cousrns 
about  the  direction  of  US 

interest  rates.  Ihe  US  Fed- 
eral Reserve's  open  market 

committee  ended  its  twnday 

meeting  yesterday  with 

global  markets  expecting 
rates  to  be  kept  on  hold 
ggatw  But  tho«  were  mut- 

terlngs  from  some  that  the 
next  move  in  US  rates  mi^t 

be  upwards. 
Evidence  that  the  domes- 

tic economy  is  still  under 

pressure  came  with  the  day's two  surveys,  the  purchasing 

managers'  survey  of  the  ser- 
vices industry  and  the  Con- 

federation of  British  Indus- 
try's survey  o(  distributive trades. 

The  former,  although 

slightly  higher  over  the 
month,  remained  below  the 
crucial  50  level,  indicating  a 

further  decline  in  activity. 

Equity  Amshadiil 

^   T»mw  |F|P  vDkwttOatoiq 

while  tile  CBI  survey  noted 
another  decline  in  high 

street  sales,  prompting  the 

industry  body  to  call  for  a   so haaifi  points  reduction  In 

rates  today’. 

Turnover  in  the  equity 
market  continued  to  please 

its  participants,  topping  the 
Ibn  shares  maA  again  and 
eventually  reaching  l.lBbn 

shares  by  the  6pm  count, 
with  FTSE  100  stocks 

for  52  per  cent  of 
the  total 

BP  Amoco  and  Shell  were 

heavily  traded  after  a   Com- 

mai-Bhank  Upgrade,  and 

accounted  for  over  4   per  cent 

of  the  total  market  turnover. 
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Scottish 
banks  in 

spotlight 
COMjSpS 

By  Peter  Joint,  Joel  KBiazo 
andMartbi  Brice 

The  fickle  finger  of  takeover 
speculation  in  the  banking 
sector  moved  irom  Ireland  to 
Scotland  yesterday. 

Allied  Irish  Banks,  which 

shot  to  3   new  high  on  Tues- 
day after  speculation  that 

Deutsche  Bank.  Lloyds  or 
ABN  Amro  might  be  inter- 

ested in  making  a   move, 
slithered  60  to  £12.02. 
Mark  Thomas  at  Credit 

Lyonnais  Securities  said  a 
bid  was  unlikely  and  recom- 

mended a   switch  on  valua- 
tion grounds  into  Bank  of 

Ireland,  up  42  to  439' :p. 
Bank  of  Scotland  and 

Royal  Bank  of  Scotland  shot 
forward  28  to  836p  and  42  to 
£11.89.  Barclays  announced 
it  h3ul  more  than  3   per  cent 
of  Royal  Bank  and  that  led 
to  some  vague  nmiger  talk. 
But  it  appeared  that  a 

meeting,  hosted  by  Merrill 
Lynch,  between  Bank  of 
Scotland  executives  and  a 
clutch  of  fund  managers,  lay 
behind  the  gains.  Bank  of 

Scotland  gave  an  upbeat  pre- 
sentation at  which  it  reas- 

sured investors  that  bad 
debts  were  not  hittii^. 

An  upbeat  trading  state- 
ment from  leisure  and  televi- 
sion company  Granada 

Gronp  lifted  the  shares  and 

helped  boost  activity  in 
other  leading  issues  in  the 

sector.  At  its  annual  meet- 
ing, chairman  Gerry  Robin- 
son said  the  group  was  “on 

track"  to  meet  the  targets 
in  its  three-year  plan  first 
outlined  last  November. 
Sentiment  was  also 

enhanced  by  a   Lehman 
Brothers  recommendation. 
Resisting  the  poor  market 
trend,  the  shares  jumped  55 
to  £11.5114. 
The  positive  sentiment  in 

Granada  spread  to  other 

issues.  Investors  were  partic- 
ularly keen  on  Ladbroke 

Groap,  which  helped  the 

shares  extend  Tuesday’s advance  that  followed  a 

FT  30  INDEX 

Sutherlands  recommenda- 
tion. Yesterday  the  shares 

gained  1414  or  G3S  per  cent 
to  243p,  mahing  it  tfae  best 
performs:  in  the  FTSE  100. 
First  Leisure  improved 

IIK  to  21314p  after  a   repc^ 

that  it  had  rejected  a   tate- 
over  offer  from  Rank  Group 
and  was  holding  out  for  an 
offer  around  tbe  300p  mark. 

However,  leisure  special- ists said  it  would  be  more 
than  surprising  if  Rank 

launched  a   bid  for  any  com- 
pany before  its  new  chief 

executive  takes  the  reins  in 

Aprfi. Gloom  settled  over  1CI 

ahead  of  the  full-year  figures 
tod^  and  the  shares  fell  2514 
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to  S16p.  Profits  of  £31Sm 
have  been  well-  signposted 
and  the  debate  focuses  on 

trading  conditions  in  the 
main  geogiqphic  markets 
and  some  disposal  hopes. 

Analysts  said  the*  stock 
usually  performs  well  ahead 
of  the  figures-  But  the  shares 

have  already  had  a   run-up on  the  back  of  figures  from 

thg  giants  in  the 
US  and  from  recent  support 
for  the  cyclical  stocks. 

And  Martin  Evans  at  Suth- 
erlands, the  leading  bear  of 

the  stO(^  said  It  was  “hi^y 
unlikely  that  the  company 
will  be  felicitous  enou^  to 

announce  ^sposals  given 

the  delicacy  and  timing  of 

such  n^tiatioDs". 

BP  Amoco  rises 

BP  Amoco  moved  forward 
10  to  865p  on  the  back  of 
broker  support  and  Opec 
rumours.  Commerzbank 
lifted  its  recommendation  on 

BP  Amoco  from  “sell"  to “hold"  pointing  out  that  the 

stock  had  underperformed 
the  me  AU-Sharo  by  9   per 
cent  since  the  start  of  the 

year  in  ̂ ite  of  tfae  wei^t- ing  pressure  imposed  by  the 
Amoco  deal 
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Ihere  was  also  a   lift  fixnn 

continuing  specalation  that 
Opec  mi^t  bring  forward  its late  March  meeting  in  an 

attempt  to  tai±le  persistent 
low  oil  prices. 

Zeneca  led  the  pharmaoeu- 
tical  giants  lower  as  Merrill 

Lynch  cut  its  recommenda- 

tion on  tte  stock  fimn  "accn- 
mulate"  to.  “neutral". The  broker  says  that, 

while  the  merger  with  Astra 
of  Sweden  should  create  a 
stronger  company,  it  will 

compound  tbe  UK  group's exposure  to  imminent  patent 
expiries.  Merrill  does  not 

expect  a   counter  bid  and 
believes  earnings  growth 

will  be  below  15  per  cent  in 
2000  Sind  2001  and  flat  in 

2002. The  shares  fell  95  to  £2&72 
while  SmitliEline  Beecham 
fell  15  to  804^p  after  an  FDA 
complaint  against  one  of  tbe 

company’s  US  plants.  Glaxo Wellcome  dropped  40  to 

£19.88  after  negative  com- 
ments from  one  US  broker. 

SmithKline  and  Glaxo 
were  also  dragged  down  by 
some  cautious  comments 

from  J.P.  Moigan,  which 
reiterated  its  neutral  stance, 

preferrii^  continental  lead- ers such  as  .Roche  and 
Rhone-PouTenc. 

Tele  west  Commnnications 
was  tfae  busiest  trade  in  tiie 
sector.  Turnover  was  21m  as 
the  shares  slipped  24%  to 

249%p.  tlm  worst  performer 
among  Fcxitsie  constituents. 

Secoricor  fell'S^t  to  623p. 
Henderson  Crosthwaite  is 
cautions  on  the  price  BT 

may  pay  to  acquire  Securi- 

cor’s  40  p«r  cent  holding  in 

mobile  operator  Cellnet. 
BT  owns  60  per  cent  of 

roTinat  and  is  rumoured  to 

be  interested  in  acquiring 

the  outstanding  sunoimt  In 

the  next  few  months. 
Specialist  engineering 

group  Fnuier  was  up  12  at 
Ijjy/.p  as  Dresdner  Kleinwort 
Benson  highlighted .   tbe 

effect  tbe  tie-op  by  Good- 
year with  Japanese  tyre 

maker  Sumhoma  Colin  Fell 
at  the  broker  said  Goodyear 

was  Fenner’s  leading  com- 
petitor, and  its.  focus .   on 

tyres  suggests  it  might 

neglect  and  marginaTi»  the 

conveyor  business.  *”nus  has to  be  good  for  the  growth  of 
Fenner's  business  and  may 
even  allow  it  to  make  more 

acquisttions." 

British  Airways  anbieved 
one  of  the  bettmr  FTSE  IQQ 

performances  as  traGBe  fig-- ures  were  interpreted  as 

showing  a   smaller-than- 
expected  year.-on-year decline  in  tbe  number  of 

critical  premium  seats  sold. 
The  shares  were  up  almost  5 

per  cent,  or  16  at  374V^p. 
Tfa^  sofiked  badly  last  year 
on  fears  of  an  economic 
slowdown  and  Cell  from  700p 

to  nftar  301^  but  have  recov- 

ered in  recent  trading. BA  its  pn^om.  pas- 

senger traffic  -numbeis  had f^ien  1.1  per  cent  from  a 

year  earlier,  which  was  a 
decline  ̂    about  half  that 

sufibred  in  eadi  oftfaei«evi- 
ous  three  months. 
However,  the  shine  was 

taken  off  the  achievemmt  as 
BA  bighlieiited  its  poliqy  of 

(aice-cutttng  to  achieve  vol- 
ume. It  sai±  “Traffic  vol- umes are  being  helped  by 

marketplace  c^ets:  which 

win  continue  to  Intact  aver- 
age yields  in  the  fourth  quar- 

ter of  tile  financial  year”. Scapa  was  tbe  top  per- 
former in  the  FTSE  250  with 

a   rise  of  144  to  I24l4p  on 
rumours  that  the  industrial 
materials  company  was 

being  stalked  by  an  Euro- 
pean predator  with  an  oEE^ 

of  180p  a   share. 
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STOCK MARKETS 

UJIUIMIMI; 

Cautious  trade  leaves  bourses  depressed 
EMERGING  MARKET  FOCUS 

WORLD  OVERVIEW 

Caution  proved  the 
watchword  for  world  equity 
markets  yesterday,  terites 
MMtael  Morgaii. 
Mostly  we^  Asian  mar- 

kets looked  on  as  Tokyo  was 
depressed  by  rising  Japanese 
interest  rates  and  a   stronger 
yen.  And  Europe  was  on 
hold,  awaiting  word  after  the 
markets  closed  from  the  US 
Federal  Reserve  meeting  in 
Washington. 
Few  but  the  most  pessi- 

mistic expected  any  Hiangg 
d   course  firom  tbs  Fed  in  the 

tece  of  a   strong  US  econo^. 
Nonetheless,  Inaction 

seeded  the  safest  course  for 
Bujt^>ean  investors  ahead  of 

today's  mmiting  of  the  Euro- 
pean Central  Rank  where  a 

move  to  cut  rates  was  still 

regarded  as  too  close  to  call 

Trade  In  many  of  the  lead- 
ing bourses  was  mazked  by 

low  volumes.  Wall  Street's 
weak  opening  put  the  lid  on 
any  chance  of  a   late  rally. 
Frankfurt  led  the  retreat 

with  a   tell  of  almost  1.S  per 
cent  while  Amsterdam,  Paris 
Bi^  Milan  were  all  marked 

down  by  1   per  cent  or  more. 
Ihe  picture  was  different 

in  some  of  the  smaller  mar- 
kets. The  hls^  flying  Athens 

bourse  pushed  up  to  a   sev- enth stiWgbt  recoid  hi^  as 

a   wave  of  money  from  pri- 
vate investors  overwhelmed 

sdling  by  instltutioDS,  con- 
tent to  book  profits. 

Nicosia  recorded  a   third 

consecutive  aQ-ttme  Wgh  in 
record  turnover.  Analysts 

said  that  the  deregulation  of 

interest  rates,  and  an  expec- 
tation that  deposit  rates 

would  ten,  were  belp^  to 

channel  cash  into  equities. 
Among  industrial  sectois, 

tyre  stocks  screeched  ahead 
as  news  that  Goodyear  lire 
&   Robber  of  die  US  was  tak- 

ing a   10  per  cent  stake  in 
Sumitomo  Rubber  ftidnstries 

of  Japan  raised  hopes  of  fur- 
ther tie-ups. 

Germany's  Continental 
was  a   winner  along  with 

Prance's  Ml^elin  while  in 

Italy,  Pirelli  also  had  better than  expected  preliminary 

results  for  1896  to  celebrate. 
Meanwhile,  a   survey  of 

8,900  fond  managers,  brokers 

and  analysts  has  fired  a 
warning  shot  across  the 
bows  of  the  European 

bourses. 
It  warned  that  Europe's 

potential  as  a   significant 
emeridng  force  in  global 
equities  could  be  at  risk 
without  reform  of 
information  and  corporate 

disclosure. 

The  Reuters  European 
Larger  Company  Survey, 

conducted  by  Teiqpest  Con- 
sultants, said  that  without 

significant  refonn,  there  was 
a   considerable  risk  that 
Europe's  equity  markets 
would  be  ‘‘dressed  in  the 
rwvtog  of  impertect  competi- 

tion*. 

The  biggest  risk  was  a 
migration  of  the  testest 

growing  and  most  street 
wise  European  oompanies  to 
more  efficient  stock  markets around  the  world. 

Jury  still  out  on  ̂  
Bovespa  rally  ̂  

Dow  climbs 
ahead  of  Fed 
rate  decision 

Dax  slips  on  profit-taking 

AMERICAS 

Wall  Street  shrugged  off  a 
cautious  momii^  to  send 
leading  shares  higher  in 
early  afternoon  trading, 
ahead  of  the  Federal  open 

market  committee's 
announcement  that  interest 

rates  would  not  be  nhawging 
this  month,  tsrxYes  John 
Latate  in  New  ibrft. 

The  breadth  of  the  day’s 
buying  was  focused  on  1^ 
stocks,  with  the  number  of 
advancing  shares  only 
subtly  ahead  of  declining 
ones  on  the  New  Yoik  stock 
exchange.  The  main  indices 
were  higher,  however,  with 
the  Dow  Jones  Industrial 

Average  up  50.72  or  0l6  per 
cent  at  9,324A4  and  the  Stan- 

dard &   Poor's  900  index  clim- 
bing 4.29  to  1,266.28. 

The  Nasdaq  composite 
index,  wei^ted  in  high-tedi 
shares,  was  19E9  hi^er  at 
2,479.11.  US  bonds  traded 

h^ier  as  well  after  the  Trea- 
sury announced  plans  to 

auetitm  S35bn  in  notes  and 
bonds  next  week.  early 
afternoon,  the  benchswk 

SO-year  bond  was  ̂    hi^ier  at 
100ft,  sendliv  the  yield  down 
to  5.229  per  c«Dt 

Among  Dow  stocks,  Good- 
year Tire  and  Rubber  gained 

Sl%  to  SS1%  after  the  com- 
pany confirmed  repmis  tbat 

it  would  enter  an  alliance 
with  Sumitomo  Rubber 
Industries  of  Japan.  Boeing 
was  also  higher  in  early 
tradu^  gaining  gift  to  <35%. 
Among  declining  stocks, 

Minnesota  Mining  &   Manu- 
tecturing  lost  $2  to  $73%  and 
Union  Carbide  fell  $S  to 

$38%. 
Online  trading  stocks  were 

mixed,  with  E*Trade  down 
$2ft  to  $S6ft  after  the  com- 

pany confirmed  it  had  expe- 
rienced an  outage  for  one 

and  a   quarter  hours  during 
the  morning.  A   company 

spokesperson  said  the  prob- 
lem bad  been  resolved  soon 

after.  lUval  Ameritrade  Hold- 
ings was  iqi  $11%  to  $122ft. 

Shares  (ff  Patriot  Ameri- 
can Hospitality  were  $ft  or 

8A  per  cent  higher  at  $5% 

after  a   report  that  the  com- 

pany was  in  talks  with  HU- ton  Hotels,  {filton  was  down 

$%  to  $14%. 
In  the  brokerage  sector 

Morgan  Stanley  Dean  Witter 
was  more  than  4   per  cent  or 

$4ft  hi^er  to  93%  on  specu- 
lation that  the  company  was 

in  takeover  talks  with 
hanlcar  MawhaHati 

Perot  Systems,  the  infor- 
matioo  tedmdogy  company 
led  by  Ross  Perot,  gidued 
$16%  to  $59  a   day  after  its 
initial  public  offering  at  $16 
a   share. 

TORONTO  add^  to  Tues- 

day’s dedines  in  early  trad- 
ing with-  a   shakeout  am<mg 

gold  stodts  mostly 
direction.  The  300  composite 
index  at  noon  was  off  13JS 
at  64i70Ji0  In  below  averse 
volumes. 
A   soft  start  for  the  bullion 

price  overshadowed  golds 
and  sector  leaders  pushed 
lower  from  the  opening  helL 
Barrlck  fell  7S  cents  to 
C$29.15  and  Placer  Dome 
came  off  35  cents  at  C$17.45. 

Baziks  wen  mixed.  Royal 
Bank  of  Canada  shed  65 
cents  at  CS7S.35  and  Bank  of 
Nova  Scotia  40  cents  at 
C$32.S0.  Toronto-Dominion 
Bank,  in  contrast,  improved. 

C$1.15  to  C$65  while  Cana- 
dian Iii4ierial  added  IS  cents 

at  C$36.35. 
Paper  stocks  made  a   weak 

start  with  Domtar  off  15 

cents  at  C$8AS  and  MacMUl- 
an-Bloedel  slipping  40  cents 
to  C$14A0.  In  telecoms.  BCE 
hardened  20  cents  to  CS6S.70. 

Sao  Paulo  gains  pegged 
back  despite  firmer  Real 
SAG  PAULO,  Ut  by  broad 
profit-taking  on  Tuesday, 
pared  early  gains  in  midses- 
sion  trading. 

Shares  rose  1.3  per  cent  in 
the  first  hour,  helped  by  a 
more  stable  Real  and  hopes 
ibr  an  early  initiative  from 

the  new  central  bank  presi- 
dent. 
However,  economic  eon- 

cems  were  quick  to  reassert 
themselves  and  at  the  end  of 
the  morning  the  benchmark 
Bovespa  index  was  little 

changed,  up  62  at  8,793. 
CARACAS  stayed  nervous 

as  investors  continued  to 

worry  about  corporate  earn- 
ings following  the  recent 

weak  results  tram  Electric- 
idad  de  Caracas.  The  IBC 
index  was  off  54.52  at  4.161A4 
at  midsession. 
MEXICO  CITY  pushed 

higher.  Volumes  were  low 
but  the  broad  tone  was 
upbeat  and  at  midsession 
the  IPC  index  was  S1A4  or 

1.3  per  cent  ahead  at  4,066^2. 

0jmoPE_ 

Shares  in  FRANKFURT  met 

with  profit-taking  for  the 
second  day  running  and  the 
Xetra  Dax  index  ended  at 
5JB0.07,  down  74A8,  and  78 
points  below  the  best  level  of 
the  sessimL 
The  wain  story  of  the  day 

was  found  outside  the  bendi- 
mark  with  Continental, 
number  three  in  European 
tyres  after  Michelin  and 
Pirelli,  shooting  higher  on 
speculation  that  the  group 
could  be  the  next  producer 
to  forge  an  alliance. 
The  shares  jumped  to  €26 

in  early  trading,  boosted  by 
news  of  the  Goodyear  and 
Sumitomo  Kwh  They  eventu- 

ally settled  at  €24A0  at  the 
close,  up  8.1  per  cent  or 

€L8S. 
HypoVereinsbank.  hit 

lat^  by  rumoors  of  heavy writedowns,  rallied  strong 
as  investors  reassessed  their 

The  FTSE  Eurotnp  300  bidex  fel 

1634  or  137  per  cent  to 
1209.16.  See  Em  Rices  page. 

positions  after  the  bank 
desoibed  the  reports  as  ludi- 
-crous. 

An  upgrade  to  “outper- fonn*  by  t^man  Brothers 
also  boosted  sentiment  The 
sboA  rose  €2.14  to  €58.63. 

Elsewhere  in  the  haniring- sector,  Deutsche  Rauk  eased 
€139  to  €4736  aznid  talk  It 
was  in  the  lunnitv  to  bid  for 
Allied  MdL  Banks  in  spite  of 

currently  completing  the 
takeover  of  Bankers  Trust  of 
the  US, 

MAN  continued  to  gain 
grouzid,  boosted  by  merger 
♦alk  an^  Tuesday's  upgrade 
from  Goldman  Sachs.  The 
shares  rose  €8.97  to  €252. 
Preussag,  which  foil  steeply 
on  Tuesday  following  news 

of  a   €lbn  rights  issue,  ral- 
lied, gaining  €3  at  €452. 

ABCSTEROAM  ended  5.67 
lower  at  527.12  on  the  AEX 

index  after  a   sesskm  of  nar- 
row trading  where  the  main 

direction  appeared  to  come 
from  tite  options  market 
ABN  Amro  stood  out 

amnng  finanriala,  jumping 

75  cents  or  43  po-  cent  to 
€18.45  In  20.2m  shares 
traded.  In  contrast,  Aegon 
lost  €130  at  €9430  and  ING 
fell  €1.45  to  €5130. 
Telecoms  leader  KPN  shed 

Confinodal Share  price  (P) 

MdieEn 
Share  price PM 

Stan  price  NT 

Jar  1998  Fab90  Jan  1998  fob'99Jerr  1999  Mte 

woreMHVxv  *aMEaarenHMM«oiiaaMeMaiiaivTtfe 

€230  at  €43.70  and  foods  and 

^tergents  giant  Unilever 
gave  IQ)  €L60  at  €9180  for  a 
twuday  decline  of  almost  S 

per  cent PARIS  after  an 

early  spell  in  positive  terri- 
tory. Ihe  CAC-40  closed  5173 

lower  at  4,18834  amid  weak- 
ness on  Wall  Street  and 

uncertainty  suiroimding  US 
Interest  rates. 
Automobile  stocks  were 

hit  fay  tears  that  restructiu'^ 
ii^  could  pass  the  French 
market  by.  Peugeot,  which 

reported  healthy  1998  «aies 
last  week,  was  banned  by  an 
unconfirmed  report  that  it 
was  planning  provltians  for 
its  Argentine  operation.  Ihe 
stock  shed  €1030,  or  7.4  per 

cent,  to  €133.60,  while  Ren- 
ault lost  €2.79  to  €4331. 

Michelin  put  on  €137  to 
€3119  following  news  of  the 

planned  Goodyear/Sumitomo 
link-up.  The  rise  soiptlsed 
analysts  who  said  the 
merger  would  Intensi^  cont 
petition  in  Asia  and  Euix^ 

ZURICH  edged  back  dur- 
ing a   slow  sesrion  that  saw 

the  SMI  Index  recover  fram  a 
low  of  7,1593  to  dose  82.1 
eaaer  at  7,193. 

Cyclicals  lemained  in  the 

iqntilj^t  ABB  pot  on  SFrl9 
to  SFrL699,  addii^  to  Thee- 
day’s  SFi90  surge  as  expecta- 

tions ^w  for  a   positive  1998 
results  statement  today. 
Soddte  GdnOale  said  it  was marintalnlng  fts  hold  rating 

on  the  stock  because  of  the 

uncertain  global  economic 
outlook.  However,  it  forecast 

net  profit  after  minorities  at 
ABB  of  $1389bn,  coizqMred 
with  $S72m  in  1997. 

Rieter  rase  SFl37  to  SE)840 
after  it  said  the  group 
intended  to  buy  back  up  to 

Jo’burg  drifts  in  quiet  trade 
SOimiAfWGA 

Shares  in  Johannesburg 
ended  lower  for  the  second 

day  ttuuung  with  activity 
slack  ahead  of  the  monetary 

policy  statement  from  the 
US  Federal  Reserve. 

ITie  aU  share  index  dipped 

263  to  5,7593,  lifting  gently 

off  the  d^s  lows  in  the  final 
hour,  fodustrials  lost  0,6  per 
cent  at  6360.7  and  financials 
ended  little  changed,  down 

Q.1  per  cent  at  8397.4. 
Weak  bullion  pushed  the 

gold  sector  index  down  1.7 

per  cent  to  926. 

Tokyo  falls  on  interest  rate  fears 
ASIAPACIHC 

Anxiety  about  the  impact  of 
rising  interest  rates  and  a 
strengthening  yen  drove 
TOKYO  lower  for  the  third 

day  running,  zorftes  Alex- 
aitdra  Hantey. 
A   surge  in  the  yen-doUar 

rate  to  its  hi^iest  lev^  in 
weeks  and  upward  move- 

ment in  the  yield  on  govern- 
ment bonds  sent  a   wave  of 

caution  throu^  the  market 
The  Nikkei  285  average 

slid  18832  or  13  per  cent  to 
close  at  14,16131.  The  Toplx 
Index  of  firstsection  stocks 
tumbled  1638  or  13  per  cent 
to  139735,  and  the  Nikkei 
300  index  lost  333  or  13  per 
cent  to  close  at  218.14.  Vol- 

ume was  thin  at  303.9m 
shares  with  five  shares 

dedlning  for  every  one  that 
CkNsed  hitler. 
Banking  Issues  led  the 

marimt  in  volume  terms,  on 
the  batte  of  investor  concern 
that  tte  rise  in  government 
bond  yields  would  lower  the 
value  of  financial  Institu- 

tions' bond  holdings  as  the 
end  of  the  fiscal  year 
approached.  The  yield  on  the 
benchmark  10-year  govem- 
nmt  bond  surged  to  233  per 
cent,  following  comments  by 
the  ffTianpo  mlxilstry  tbat  it 
planned  to  leave  bo^  yidds 

bidoetet 
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to  market  forces.  The  Bank 
ct  Tokyo  NCtsubishi  tumbled 
Y50  to  Y1310  and  Fuji  Bank 
lost  YI6  to  Y445.  Sakura 

Bank  topped  the  market  in 
trading  volume,  closing 
down  Y6  at  1^63. 

Exporters  suffered  due  to 
the  strengthening  of  yen 
to  Ylll.75  to  the  dollar  -   the 

currency’s  strongest  climb  in 
three  weeks. 

In  Osaka,  the  OSE  slipped 
181  points  to  15,037. 
BANGKOK  moved  lower 

for  the  fifth  day  running  as 

worries  about  non-perform- 
Ing  bank  loans  hardened 

after  Ban^ok  Bank,  Thai- 
land’s biggest  bank, 

announced  that  thev 

accounted  for  almost  half  of 
outstanding  lending.  The 
bank  sector  lost  33  per  cent 
with  Krung  Thai  down 
Bt030  at  Btl4  and  Ban^cok 
Bank  off  Bt2  at  Bt4430.  The 
SET  index  ended  931  down 
at  33830  for  a   two-day 
decline  of  S3  per  cent 
MANILA  continued  to 

gain  ground,  rtting  for  the 
third  day  running  on  the 
composite  index  which 
added  3239  or  1.6  per  emit  at 
2,007.38.  Brokers  said 
selected  blue  dilps  led  the 
rally.  Telecoms  giant  PUTT 
rose  3S  pesos  to  9G0  pesos 
and  the  A   shares  in  farawer 
San  Miguel  climbed  3   pesos 
or  6.1  per  cent  to  5230  pesos. 
JAKARTA  was  pulled 

along  by  a   near  5   per  cent 
jump  in  telecoms  giant 
iBdosat  after  it  reported  a 
leap  in  income. 
The  composite  index 

closed  5.4  hitter  at  4103  as 
Indosat,  whidi  announced  a 

sharply  bitter  than  expec- 
ted 82  per  coit  jaaqi  in  net 

income  for  1998,  finished 

RpS25  higher  at  Rpll.725. 
HONG  KONG  registered 

dlsappcdntment  with  resolte 

from  the  International  ftanir 
of  Asia  with  a   8237  slide  in 

the  Hang  Seng  index  to 
931935.  Turnover  remained 
thin  at  HKS23bxL 

fatemational  Bank  of  Asia 
lost  8   cents  or  53  per  cent  at 
HEil.40  after  It  said  net 
profit  last  year  plunged  80 

per  cent. SEOUL  ignored  an  iqibaat 
report  from  the  IMF  praising 

the  govenunent  for  its  struo- 
turel  reforms  as  the  cou^ios- 
Ite  index  sifoped  1335,  or  23 

per  cent,  to  6S333. The  narrowing  spread 
between  the  futures  maito 
and  the  underlying  cash 
stocks  dashed  hopes  of  an 
imminent  turnaround  and 
prompt^  sustained  selling. Samaung,  WOtt2300  lOim 

to  W<m86300,  was  among  the 
main  losers  for  the  second 

day  running  as  investors 

sold  blue  chips. Korea  Electric  Power  Corp 
shed  Won9S0  to  WonSQ.800 
despite  news  that  it  elected 
record  1998  profits. 
KUALA  LUMPUR 

remained  under  fire  as 

investors  extended  profit- 
taking  across  the  boai^ 
composite  index  dosed  ULTl, 

or  1.9  per  cent,  lower  at 56834. 

There  were  speculations 
that  the  government  was 
about  to  lift  restrictiODs  on 

capital  flows,  prompting 
international  investors  to 
pile  up  cash  before  pulling 
out 

100300  of.lts  shares. 
A   SFt45  jump  to  SFrB24  in 

Swatch  Groi^  was  attri- 
buted to  podtive  press  com- 
ment and  some  recent 

upbeat  analysts  reports. 
SAir  Group  put  on  SFi330 

to  SFt3l230  in  teeponse  to 
news  that  it  bad  boo^t  a   49 

per  cezit  stake  in  the  Frendi 
airline,  AOM. 
MILAN  drifted  into  nega- 

tive territory  on  a   day  lack- 
ing fresh  ideas  ot  a   lead 

firom  Wall  Street  The  BCibtel iwHot  fiTHBhaH  SS7  loWBT  at 

23.490. Pirelli  was  in  focus  on 

results  and  as  the  Goodyear- 
Sumltomo  deal  raised  the 

sector's  profile.  The  shares 
rose  lOA.onts  to  €2.49,  off  a 
high  of  €2.K,  in  response  to 

Tuesday  evening’s  better- than-expectad  preliminary 

1998  results. Private  sector  energy 

group  Edison  rallied  65.4 

cents  to  €9309  as  investors 
deddnl  the  shares  were 

looking  attractive  after  thdr zecezxt  dedtnesL. 
Some  investors  were  said 

to  be  switdiing  out  of  AEM, 
Milan’s  muzueipal  energy 

company,  although  its 
shares  put  on  83  cents  to 

One  analyst  suggested, 

howe^r  both  shares 
were  being  boosted  by  the hnmiTM»nt  sale  of  two  poweT 

plants  by  the  state-owned Bnal,  with  Rriiawn  awri  AEM aaan  as  possble  buyexs. 

Telecom  ftaha  Bfobfle  lost 

183  cents  to  €5.653  on  profit- 

taking  after  recent  ggi«g- MADRID  shrugged  off  the 
gloomy  mood  to  sligfatiy 
highar,  with  the  gmieral 

index  up  03  to  980.60. Ranke  sufiered  as  inves- 

toEs  cashed  in  on  recent 
gains.  Argeataiia  slfoped  16 
cents  to  €2334,  wlttiPopinlw 

anting  £130  10W8T  at  €62.'75. 
The  buildiAg  sector 

broadly  unscatiied 
as  news  of  the  merger 

between  Obrascon-Hoarte 
and  Construedones  Lain, 
announced  on  Tuesday, 

sunkln. Obrasom  was  up  78  cento 

to  €1033,  while  Lalh  added 
18  cents  at  €2.79.  Rivals  AGS, 
up  57  cents  to  €3430,  and 
Acciona.  €1.75  to  €59, 
bozeflted  ftom  the  surge  of 
interest  in  the  industry.  . 

WriHia  aid  eOted  by  JaM 

Bnnm,  Bertrand  Banol;  Peter Hd  and  Meric  Haiflv 

Few  people  expected 
Prandsco  xiopes’s  rd^  as 
Brazil’s  central  bank  presi- 

dent to  last  less  than  three 

wedcs  and  fow  in  the  mar- 

kets espected  the  govani- ment  to  thid  a   rqplacemeOit like  Anhinlo  Fra^ 

A   hardened  maAet  protes- 

with  e   .solid  back- ground in  -   international 
investing,  Mr  Ftaga  was  tor 
six  years  director 
at  Soro»  Asset  Management InNewTotk. 

The  verdict  was  resound- 
ing: the  ReaL  whldz  had  lost 

over  a   third  of  its  value 
since  January  13,  began 

piling  up  the  day  hMbre  his appointment  was  made  imte 

lie. 

Brazil's  bonds  have  made 

up  nearly  aD-fiie  ground 

they  have  lost  on  interna- 

DwiiealndwfnflOi. 

kefs  Bovespa  index  has 

gained  SO  per  emit  In  local 

eurireney  terms  so -ter  ttiis 

year  but  it,  is  down  a   fiiump- 
ing  22  per  cent  in  ddlars. 

AHhwnglt  wynrt  BwanHara 
and  traders  were  ecstetic-at 
the  dioiee  of  Mr  Fraga,  the 

Bovespa  index  aetnally 

dipped  13  per  cent  on  Tued 
dv,  irtienbis  appointment was  announced. 

Jane  Heap,  Latin  Ameri- can strategist  at  Deutsche 

Bank,  said:  ‘Volatility  wDl 
persik_  The  new  [central 
bank]  will  be  viewed  posi- 

tively but  the  basic  problem 

remains.  -   the  pnUic  debt 

and  hi|fo  interest  rates.* 
She  nairi  the  government 

needs  to  adopt  *maJor  fiscal reforms  and  speed  lip  the 
release  of  DfF  money 

though  it  can-avoid  hypeiin-  Jn  January.  They  sold  sto^ fiatinn  oT  restructuring  the  wiatk rinwwtcKr  riflh*  *   R$23! 

Even  though  the  maricet  po^ 

has 'moved  up  20  par  cent  hr  xilian rtntiwr  rfrirp  tbe  Ms 

ning  of  last  ws^  due  to  a   Onvef 
stnmgnr  Real  and  an  equity  ing  z 

price  ra^,  she  says  “it  is  too  too  « early  to  «**ii  the  turning  feet.* 
poliit  We  are  waiting  to  see 

what  emnes  next* 

wivtb<M2.78bn  and  bo^td 

B$239IA4;La]I  of  198B  fiiay 
pooled  R$kGfta^49^ 
xilian  equities.  ̂    >Ov. - 
Ms  w^p  Mfidr  Ttir  riqj|fty 

finvestoia],  .evoa  for  aaateg 
ing  marltet  mvefitqrs,- tf^is 
too  early  to  pile  in  . 

John  Barioun 

pi^jng  up  the  day  hMbre  his  Andfe  Faes, -Inves^Beqt appr<nHr»ar>t  wss  ]^ib*  anslyst  st  HBA  CSq^tol,  an 

lie.  ' '   asset  managenient  -firm, 
Itoufi's  bonds  have  made  agrees  it  Is  too  eeriy  to  be 

up  nearly  aD-fiie  ground  .sure,  that  .the  govomment 
they  have  lost  on  iziterna-  can  -.ram  through.  fiirUier 
tional  secondary  luairkets  raforzos  to  prev^  more 

thu  year.  However,  equities  STtawMai  crises.  -!^he  mood 
remain  stock  in  the  dol:  has  improved  a.  loL-The  mar-  • 
drums.  The  Sfto  Paulo  rnar^  ket  tikes  Fzaga  but-titein  ia;j 
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sn^rt  sir .tMsd  of 

stQl  some  doubt  about  tibq 

:   efiectiven^  of  govsmteent' 

economic  pdUcy.* 

He  says.investus  *have  to 

watch  for  any  sig^x.  'of 
improvement  In  policies. 
BraxOian  ccanpaniee  are  voy 

(heap,  cazopazed  evm  wlfii 
other  Latin  Amaricen  and 
emerging  markets.  Any rectuction  of  risk  is  an^pper 

tunlty  to  buy.* 

However,  analystoSUBta- sH  is  Stiff  a   dai^eaxttg^lpi^ 

ket  and  advise  even 

tisk  investors  acenstoun^'to living  dangerouMy  in  eni^ 

-ing  marieets  to  carfe TUs  oqilains  vihy  mote  of 

Qie  traiting  in..SSo  Faiiib  is 

by  local  investon  and'ilrtiy 
Tolinnes  are  relatively  tote. 

Foreign  Investors  sold  eTbet 

R^78m  ($n83m>  in  eqd&es 
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